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REVENUE REVISION OF 1951 


TUESDAY, FEBRUARY 20, 1951 


House oF REPRESENTATIVES, 
COMMITTEE ON WAYS AND MEANS. 
Wasi D. ¢ 


The committee met at 10 a. m., pursuant to recess, Hon. Robert 


L.. Doughton (chairman), presiding 

The CHAIRM Che committee will be in orde: 

TT first witmne , on the calendat this morning S Mi Georg J 
Burger, vice president of the National Federation of Independent 
Business, Washington, D. C 

Mr. Burger, will you please qualify by giving your name and 
address and the capacity in which you appeal before the commi é 


fol the benefit of the record 

STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, 
D.C 


The US percent ol | our busine ssmen W ho Own ana Oop 
and independent firms are ready and eager for this servis 

In World War II, when they were permitted to use only a fraction 
ot theu potential, they provided almost 27 percent ol the value of all 
war production foday they are accounting for 24 percent of a 


itu h Sma le cle rens produc tion total 


As our Nation goes further into the defense program, more a 
more of these small and independent businessmen will be called on 
Many of them will be required to expand their facilities. Then 
service, and constant re adimess to serve, will provide our Nation with 


a great safety factor, as England learned in World War II after its 


centers of concentrate 1. wiant production had be n bombed out na 
that nation forced to turn to its thousands of small and indepet 
factors for needed detense production 

But, as matters stand today, many of thi small and independent 
businessmen may be unavailable when the need for them arises 


] 


Their decentralized plant may be in disrepair, their pool of skilled 
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economies can be achieved in the defense program by: (1) extension of 
the competitive advertised bid system of procurement, which will 
permit greater small and independent business service to the Nation 
(2) greater defense agency use of small and independent business 
facilities, which will reduce the need for direct and indirect Government 
financing of additional new plant and reduce product cost by eliminat 


ing the build-up of wasteful backlogs and the incomplete use of the 
labor potential; and ) more willingness on the part of defense 
agencies to heed constructive suggestions, from small and independent 
businessmen, designed to cut armament costs. We pe inted out also 
that savings can be effected in nondefense programs by holding up 


eXtension OI all SO al welfare programs ah | creation of hew programs 
of this type, and by eliminating all subsidies to business and agricul 
ture, so far as is possible. We told the committee that in a period 
this of great business activity and high income, promoted 

largely by Government spending for defense, curtailment and elimi 
nation of these programs can be made without endangering the Nation 
On the other hand. as we recommended also to the joint committee, 
Government tax revenues can be increased by fair taxation of presently 
tax-exempt organizations which compete daily with independently 
owned and operated unincorporated and corporate businesses. We 
refer here specifically to the so-called cooperatives, which should he 
taxed in the same manner as their independently owned and operated 
competitors. In this connection you will recall that apparently reli- 
able witnesses be fore yvour committee last year estimated that during 
the years Ol \\ rld Wat II, cooperatives escaped payment of some 


$855 million in Federal taxes. Since that time, the volume of busi 
ness done by cooperatives has increased tremendously. So, obviously, 
has theur tax advantage 

We need not remind you that a question greate1 than that of raising 
additional revenu vital as that is—is here involved. President 
Truman put it well when he told the Congress, January 12: “Sacrifices 
must be shared fairly.’”” Small and independent businessmen urge 
that Congress consider this principle when working on the problem of 
taxing cooperatives All other considerations aside, if simply is not 


fair when co- p do not have to pay the same taxes as their unin 
corporat d and corporate business competitors As a matter of fact 
it might be said that the unincorporated and corporate businessmen 
are being coerced into paying the freight for their competitors 

Before we close, gentlemen, let us make one point very clear; as 
we told the Senate Finance Committee, December 8, 1950, small 
and independent businessmen are quite willing to assume their full 
tax burden They do not desire to have anyone carry the load for 
them. They have never asked for any unfair shift of the burden 
from themselves to any other class of taxpayer 

But they realize as well as you that ruined businesses neither pay 
taxes nor contribute otherwise to national security. They know, too, 
that any expansions to fill the gap caused by their elimination will 
not provide Government with the same amount of revenues as it Is 
now receiving 

Remember, many of these enterprises—as you have seen by thet 
own testimony—are now close to ruin. Further tax increases, at 
least to the levels suggested in the President’s suggested program, 
may push them over the brink to complete disaster. 
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Mr. Chairman. 

x. Mr. Mills. 

Mr. Burger. I was vi ry much interested in vour state- 
icularly in the suggestions on page 6 which you made 
ssional Joint Committe on. the Economic Report 
ll, | would like to have a little mor information about 
that vou make there The first one is 
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th ClOSINE Gale Was so ¢ mse tha l omath y 
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Is it vour opinion that thers s a deliberate effort on 


se procuring agencies to bypass the small r businesses 


[ want to be fair, Congressmar From my observa- 
V ODINIO! there definitely 1 ves 
Is tl son eason for such a policy 

To answer your question. C'ongressmat | would 
the t mony of General Harrison in testifvine before 


ll Bu >; Committee on the 20th of Jar larv, wher 


Go ment has been placed in the DOs on of 
last as they can and as cheap as POsSSIDIt 
Is it point that the Congress should 
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Mir. Muuts 


With what ageney were vou workine? 

The National Security Resources Board which was 
inning agency, I believe, at that time 
That QCTIVILY would now bi with the Nat onal Pro- 


ion Administration 


\lr. BurGER 


ww that it is pretty hard to know w 


\Ir. Mitts 


of the labor | 


| Ippose so Thi re are so mManv agencies aroun: 
here to put your finger on 
Now, with respect to your second point, vou state 
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Now. th: oes follow prettv closelv the first suggestion, does it not 

Mr. B | would like to say this, Congressman There has 
been a proposal s bmitted to the Nationa Federation of Ind enden 
Business from Dallas, Tex roposal being to recondition the 
MLOLO! motor vehicles low stand that there are ose to 1,000 
if | ( Moto rebi lders hroughou h | nited Ss ( 

No nl opinion, this pro in rr” domestt not for ove 


would strike me that 1f the proposal Ss cul t out satistactoryv as a 
re { | _ ntlio ry\ thre Cs;overl It} t i} ervices of those rial 
1) ssmen throughou he Natio oO a 
ui Ot! »ynew motor pla ad ne I lities 
\I \I | Ol l ition of I > \ yl li \ 1 il re TOW 
( : vo vo 0 nition, tem I chine on ofr th I mm ot 
mn yay ' } production o xis in the [ tod SS < 
Vir B | gs no questio ut th I th the 
Oo! yo tf ay ftintlol now =. 0 | ( ) 0 . .) 0 fel th 
proposal o tt » the Small Defer Plant Act I thin that 
1 to the prob bus hroughou 


I sav to vo entlemen of the W : \lear (‘committee that the 
min no n Washineton is tf coming Inu ips and bound 
rom all over thy Nat ol “i | . yf onadition in.a local area It 


Mir. M s. Now, with respect to vour third po vou st 
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t vo ho } bys preadine of the procurement contracts fo 
irmmatl nts nong the small a ndependet! Du les of the 
country iI hose costs? 

NI B Yes. si Chere Wo ¢ estion abou thin al il 
The greater the con petition in anv line of business var or no wal 
the lower thr _ to the CGrovernme 

Nii Nii s You are following th sual hought that more con 

Mi But I There is no question about that | have been in 
business. Coner man. for 30 vears mvself. and | know that the more 
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appreciated and that they must be assisted when possible. But I 
arm sorry to say that it is mv obser Vattion that in the past 5 or } Vears, 
in spite of all of the clamor about doing something for small-business 
nen, and in spite of Government assistance, if any, it seems to me that 
thev have been getting smaller and smalle 


Me Buacun. Thet is t 


lec 

NI J Ss That is why I want to ask vou about vour organiza- 
tion For instance, what kind of independent businessmen do you 
repr t? Do vou represent all kinds? 

Mr. Bi All kinds. beginning with the corner grocer, the boot- 
blac . oe il station, and right ip the lin I should have included 
produce 

Mr. Jenkins. Do vou care to tell me how many members vou have? 

NI Bur Qur mailing goes out every month to upproximately 


136.000 
\I A ob VS Llow widely dist 1) | is that? 
\ir. B It is practically Nation-wid 
\lr. JJ Nation-wide? 
Mir. Bure Yes, sil 
Mr. Jenkins. You do not have that bro 1 dow! Hlow ean | 


find out how manv vou reach in the State of Ohio? There are several 
organizations like yours that operate in the Stat of Ohio I receive 
the mail, and I wonder whetlhe t} f nota lot of duplication thi re 

Mir. Bure ! ean sav this much. Mr. Congressman, in answering 
your questio The basic principle behind the operation of the 
Nat onal | leracvion Ss to prote th I enterpris svstem and 
| Y business Its first premise 1s to protect that segment of 
our economy, with ill emphasis on antitrust enforcement 

\I -ENKIN Now, | do not wat to hurt anvbody’s feelings, but 
| I [ s business of try ( » do somethin ic. th litt] 
itly overworked, and that there are a lot of people 
who cl mtot aou a lot of thines that thev do not do and thx littl 
by ‘ i sno bene iro I lL hay > Wavy to proy 
t! I h Saiways imyit 

\ ia llustration of sometl yr that happened B C 

Rep | rally would b lin le: but I 
| Cy rnment men \\ Hineto mos f them, I thin 

\ ) ya good job I know of a case where a little business 

oren : oO my congressional district just two small fellows in a 
rounary, em ving only 20 o1 1 peopl bid against o1 of the biggest 
compat n this country about 3 mor ths avo on a proposition that 
nvolved 2 million dollars Thev were $550,000 cheap r than the 
big concer! The Government gave or was about to give the job to 
the big concern. It sent inspectors to look over this little outfit, 
and they said that they were Loo small They appraised the property 


and this outfit of 20 or 30 very determined and very competent young 
men, and found that they could not do this job. The Government 
was reanay to ve the work to the big company, one of the biggest 
companies in the Nation 

Now then, these men from our district and I got together and went 
down before the Government authorities, and they sent out two 
other men to investigate these boys They found that they were all 
right and that they could do the job. They gave them the job and 
saved the Government $550,000 Now, there was no small-business 
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men’s organization around that place Lo help them: they helped 
themselves 


| appreciate that the Government must deal with big business ana 


| ilso know that manv of these little business organ ZATIONS are AnXlo 
o do then part Do you not think that the situation with the small- 
business Man is getting better rather than getting worse? 
Mr. BurGet Col! man, L think | ean answer t! 
hat \ I \ ood VT) ene » VV \\ 1] | 
| encyv ol ! dependent busine | a) 
1? ¢] C10 anced a seriou | oO 7) ) 1) 
mL OF | i mobiles About | ( Ss I | 
~ ! hore thre Hlous ‘>. | > ( ) | 
r Lol t| > | | sUSIN ( mii | r 
) 1 tii tj Lol tive pro Ih tt | 
5 nh comn NI ( ou, that pro mm 
adepe! ' 
\ i Seco! \D Viiel) th rv ice Wi \\ 1] 
ndent business! from Minneapolis who was able to prop 
ve to the Govern t a formula that cut down the tremendous 
natu : hat t (sovernment vould have had to n hat 
I Cini by I ] down hy Line naernme ! rylys 
n the opportuns 


{ nme! er Vo! that mMvbpody ! \ ith I 
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\1 13 If se. Cons . . y 
ne Vi no polo es for the ! ( 
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not prot ’ i cr Lio ( ret i «) i 
business in tl f New York for 30 | 
ie N Federation of Indepen Bus 
) | | omethi . lor ovVvel . 
\I leNKETD | a) lit out 
\I BuRGI | to be richt 1) Lise 
\L[r. Jenkins. W re d to have had vour t mony i 1Op 
yu are absolutel 
The CHarrnman. Mr. Burger. I have been very much interested 1 
tatement , paint a rather vivid picture with resp: ) 
mall business an eX ess considerab lear as to the future olf small 


siness 
Mr. BurGcer. Exactly so 
The CHarrmMan. That is vour position? 
Mr. BurRGER Y« Nir. Chairman 
The CHAIRMAN m sure that everyone here is a friend of small 
and medium-size business I for one should be especialy interested 


because the district | represent has many, many small businesses 1n 
} : 


Kvery county of the nine counties that | repre sent has small businesses 
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Che CHAIRMAN. In your statement you have quoted from vo 


| 
festhmony betLore tive Senate committer aa which vou expressed a 
willingness to do yvour part Now. just what is that part 


Nii BURGE! Wi Waht to ust all of out efforts 


Phe CHAIRM The last tax bill was based on peaceti needs 

me conditlo vhiie now we are in an emergency Would 

CONSIG that vou should par additional taxé on account otf the 
hat ore than in peacetime? 

\I 3 \] ( in. | mnotat ert I 1), a 


il | ld close their doo 
Co! \\ nd Meas ( | , 
0 of incom i 
Irom ) 
I} ( 1} erent ( | ) | 
Si & @ SODBDELY pre ) ) 
pre i naerstane l 0 r ! 
on | olits and do not « h | 
pora DOUSINEeSses Now ‘ ) 
ix protits \s lor e only wal oOo tax pro s, the! ho ent 
! r ol putting on nv o oO hy pace } 1) 
1 COrpo nitions, as 0 Oo doubt Kknoy We allow Ii¢ 0 ( $25, ( } 
efore the surtay | 
\I Bural \\ , te that hye . } ( ; 
‘ 7 \\ \l ns vave to ral i i 
piu ) them 
the CH \ i reresliohns Gado Vo his ve a » ou pre ‘ 
Sing adaitional venue? What class of Dusiness ado o sugcest 
( this additiona evenue trom? We are all in favor of re 
necessary expenait but the President has said that we car 
) inthe Hye | dared Is to vo anv turtle 
But vou recom he curtailment of exper | us 
wh i \\ Cit ( | 
\Ir. BurGerR. We \ir. Chairman, I can o1 \ ou my ction 
) ) ferestin | ( of news that appeared 1 the pape L aa Ol 
oO ago [ | \ i he same thing discussed on th ick 
) on N } iad in hotels h rt Washu Onl Lils 
ter was the sal f butter the other dav. over 1 million pounds of 
ter, at a price eported in the press, charged the foreign govern- 
nt ol around ) nts a pound. The price on the Commod 


xchange in New York was, I think, around 90 cents a pound. | 
itl only CiLiIng that is Ol example, \Ii ( hairman | do not know 


hether that comes within the province ol this committ 
The Cuarrman. That would properly come before the Committee 


The CHAIRMAN | believe that matter should be brought to 
on of the Committee on \ppropriat ons 
Saving that there ar abi sary. ¢ 


long that pattern. 
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Now, even before any further increase in taxes, all of these stumbling blocks 
to continued small and independent business are greatly magnified. 
I do not understand that. I thought you were emphasizing these 
stumbling blocks. Now you say that they are magnified. What 
does that mean? 

Mr. Buraer. As I would read those two lines 

The CHatrMan. Did you prepare this statement? 

Mr. Burcer. It was prepared for me under my supervision; yes, 
sir. 

The CHarrMan. That needs a little clarification 

Mr. Bureer. I think that the intent there is that the opposition 
is magnifying these stumbling blocks 

The CHarrMan. Have you not been emphasizing the stumbling 
blocks to small businesses in this statement? | am not arguing with 
yu I just Want to see what you meant by that 

\Ir. Burcer. The opposition says that the cries of small business 
with regard to the tax load and all of these other things are being 
magnified We do not Say that they are being magnified 
‘Lhe CHatrMan. They contend that the complaints you set forth 
are magnified. Is that what that means? 

Mr. Burai The opposition is saying that. That is apparently 
the result, Mr. Chairman, of a hurried job in preparing this statement. 

The CHARMAN. In your statement, as 1 said before, you quote 


from your testimony before the Senate Finance Committee, emphasiz 
ing the fact that small business is willing to do its part Now, just 
wi Ss il 2) 

\l B | we Want to stay in b ness ui if efhieient, 
al n vant to @ive all our services to the Governmen 
That is wl mall business is willing to do as its part 

Phe Cu MAN. But not to pay anv more taxes? 

\ir. B Gi Well to the degre that 

The ¢ .. | want vou to understand me clearly; I am not 
debatu th vou at all lan just trving to learn vour position 

\Ir. B \Ir. Chairman, it is a difficult thing for small business 
to build up reserves | think the economy would be better off to 
have manv active, successful, independent small businesses remain; 
and that in be done without any great hardship on the tax incon. 
of the Governmen , 

The C1 MAN At the top of page 5 of vour prepared Statement 


you recommenda certain thines The first ts “We should refuse to 
ves on small and independent busmess or to raise them to the 

contiscatoryv levels suegested so far 

Now, as I understand it, you object to raising taxes at all on small 
business. Yet small businesses are making perhaps more money or 
as much money as they have ever made 

\Ir. Burai They will pay their proportion. 

Mr. CHAIRMAN. Suppose a business is making considerable profits, 
extraordinary profits, abnormal profits. Then would vou say that 1 

not pay anv more taxes in this emergency? 

\lr. Burcer. | think small business, what we call small business 


IS paying more than its proper share 
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The CHAIRMAN. Suppose it is making extraordinary, abnormal, 
or unusual profits. Then, merely because it is small business, do you 
think it ought to use all of its profits and not help the Government 
in this kind of emergency? I just want to get your position clear. 
l am not expressing an opinion one way or the other. 

Mr. Burcer. In answering your question, with no disrespect to 
any other segment of our economy, | think small business will be 
found most patriotic in helping the Government in all of its endeavors 

The CHatrMan. If all of the recommendations you make at the 
op of page 5 in your prepared statement were approved and carried 
out, would that not result in a loss of revenue in this emergency? If 
the committee approved those recommendations in its tax bill, would 
that not result in thre loss of revenue? You see, Oul job Is to find 
additional revenue | believe both of the recommendations you make 
there would result in a loss of revenue 

Mr. Burcer. I do not think, Mr. Chairman, that the Government 
tands the chance of losing anything in the long run by giving con 

ieration, 1f necessa to small and independent business 

The CHarrMan. But the long run might be a period of 10 year 
We are dealing now with the fiscal vear 1952 

Mr. Burcer. 1 know that, but in the hearings before the Joint 
Committee of Foreign Relations and Armed Services, a witness thi 


al 
other day—and I do not know whether it was General Marshall o1 
the Secretary of State stated that this mav be a 15- or 20-vear pull 
this condition that we are in now 
The CHairman. W | suppose that is possible, but we cam 
late for 15 or 2 
Ni BuRG! Suppose that in the meant me, to a large aecres 
nall businesses ceased to exist in this economy, Do vo 
omg to be help to the tax load? Someone has to | 
The CHAIRMAN. We l am not a witness | : 
LO hist I That is what vo eh { o | r) 
ommiuttee bi proper tax bill, a { tax Dill, an eq ible 
nll. La e that it is our duty to bring o tax b 
\ I do not b ’ ped 


Mr. BurGEt To meiudae Nii Chairman I would like to have the 


vilege, with vo msent and with the consent of the committe 
file a supplem emorandum givul propos n dollars 
i ¢ nts 

Phe CuatrmMan. We will, of course, accord you that privilege, 


o the approval of the clerk 

\re there any further questions? If not, we thank you, Mr. Burger, 
or your appearance and for the information you have given the Com- 
mittee 

Mir. Burcer. Thank vou verv much 

The CHAIRMAN. Our next witness is Mr. Russ Nixon, Washington 
representative ol hi { nited Klectrical, Radio wha Mach Tit Workers 
of America Washingto 1) C 

Mr. Nixon, will vou state vour name and address, together with the 
capacity in which you appear before the Committee, for the benefit 


providing you get the memorandum in in time, subject, of course, 


Ol the record 
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STATEMENT OF RUSS NIXON, WASHINGTON REPRESENTATIVE, 
UNITED ELECTRICAL, RADIO, AND MACHINE WORKERS OF 
AMERICA, WASHINGTON, D. C. 


Nii NIXON | Lith Russ Nixon Washingeton representatis ol the 
| ed Electrical Radio, and Machine Workers of (me! i LUOU 
Kleventh St \ \\ Washineton, D. ¢ 


Nii (‘hairn ! it thre outset | WOU Ilkeé to ask perm mon ft » have 
iy I n thi record r | vould c 0 te | ( 
NX l \ | hat ss ~ ( Ivo 7. 


lodav | woul ce to put my principal emphasis, in discussing the 
tax q StLO \ h vo e consideru not on the rich but rather on 
the poo wecause | think we have come to a situation where we need 
) ) ite 0 his a 


Is hot i! enough to mamtam Vinge standards at Inihinum ade- 


quacy els of health and efhicienes 
Put in a different wav: No taxes should be placed on family in- 


nes : \ elOW il living wa ri 
Nh) \I As . Whiat would vou establish as that standard? 
Mr. Nixon. Mr. Mason, that is a major part of what I want to tall 


\ 
Mir. Nix In other words, | am addressing myself to the question 


of tay on income levels which have the effect of cutting down the 
imo of foe hat children eat, the clothing that the humble peopl 
vy to have med ul care ind to meet the other basi 
ne f 
Secondly | Want to address mvself Ina secondary way to the ques- 
tion ol} { ! Lives But ! emphasize that. in talking about alterna- 
tives, | want vou to keep in mind that as vou consider alternative 
sources of revenue, the first alternative which is before this committe 
and which vou must consider is the imposition of more poverty- 
creat taaxe yn the low-income levels of ow people 


Now | realize that in taking this position we take issu with a 
major propaganaa and pressure Campaign which I believe emanates 
Lrom mayor ndustrial and financial sourees to the effect that low- 
income groups must absorb a rreat additional part of the tax burden 
We interpret this as being the choice of that alternative rather than 
the alternative of taxation on areas which can much better accept an 


1ad 
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We feel that thes proposals for addit onal sali S taxes lows ring of 


exemptions, raising of the rates on low MmcomMes would ageorTravate 
existing poverty which now exists for the 45 percent of the low- and 
middle-income famil that now receive less than a livine wag I} 
vould drive millions of middle-income families. now on the rad 
fo substandard 
Now, | would ) me directly to th q mn that Mir. M 0 
cecal me vhat i wage? | thir t| on re We 
t very serio 
Fortunateh cessarv for u hout spe 
' y h to } CO ' ve tl nswel | 7 has 
1) ared \ luliv and verv s« tifie v bv the Fes 
' mel | | prepared th I 0 ol 1) Bur ‘ 
( Statisti red tl citv wo ! \ ! 
Ci i a or sory tora ! ‘ 
\lso ry Departn t | 1) I 
47, ama h thev entitle ( 1 
} tig) \ vid! } ry | ‘ 
{ {|} oO , tions try } , , 
tandard req \ Deo] I} is based o Oo 
} Bureau o ‘ ( 0 I ! ! t) 9 ) 
iit with tl f , Re dv o , Hel] eomy) ' 
search in so ! ol tl [ Sit ol 4 fol ol ) 


‘ ( 
iY ) $1 f D 
| , 7 \ , ) ~ 
Xo ado \ } 
\ | 
' ’ 
) of | } on ( ( \ hat 
ers ) ! { «ory i) 
| I stl nb 
sy let S ( ‘7 | DeLow yl ( | 
(merican s ( I} bu ly 
(| ow SJ \} atia t| Lt] rye l \ Ol 
for hynie { | | aa | thy ne ) t) ! 
} Vi ry _ a \ Vy bp 
L | becomes you wish vo ) I 
\ ttc l { \ rie how ich Looe I \ 
La . some of the it 
QO; poultry fish it Federal G 
hey inclu 6 pounds per year. That compares with 184 
IS ] ip! ct I on the United Sta ! 149) 
On ¢ s this bu lay ibo nelus 6 ’ 
Omi res ( np | s 
I1Q) 
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On milk, referred to in pounds, the BLS budget provides 320 
pounds of milk per capita per year and the per capita consumption 
in the United States last year, that is, in 1949, was 385 pounds. 

Clearly this is not a get-fat budget 

On clothing there is nothing luxurious in this budget. Just to give 
you an indication of it, and you can make detailed re fe rence to this 
if you should care to, it provides that the man of the house could buy 
one overcoat every 6’ years He can buy five shirts a vear and two 
pairs of shoes His wife could buy one cotton street dress a year. 
Her wool dre Ss would have to last for 5 years They could buy one 


low-priced automobile every 15 or 16 years 


As far as durable consumer goods are concerned, there is a pro- 
vision in the budget for them but it is limited in this fashion It 
includes only a cook stove, refrigerator, washing machine, tron, 


sewing machine, vacuum cleaner, and so forth, if it could find a way 
oO tnancs th n a l7 vears for the stove, retrigeratol and vacuum 


achine 


cleaner and up to 100 vears for the iron and sewing m 

So you can see this is not a budget of a household filled with fancy 
new refrigerators, great big television sets, and fancy new stoves 

To repeat, according to careful studies prepared by the Bureau of 


Labor Statistics and detailed by the Treasury Department in its 


report of December 22, 1947, to maintain a limited standard of living, 
including no money for Federal taxation, the following annual incomes 
at December 1950 prices are needed: Single person, $1,630; married 
couple, $2,330; married couple and two children, $3,550. 

Our basic point is that no taxes should be levied to reduce the 
standard of living of American families below such a minimum living 
standard 

Now I would like to go from this to a consideration of some of the 
facts in income distribution I would like to address myself particu- 
larly to some of the arguments that are very popular in the present 
discussion about inflation, that there is a vast pool of excess purchasing 
power among the laboring people which has to be drained off. I am 
fully aware of what vou can do with figures You can use them on 
both sides of every argument and you can play around with them, 
but I think the facts and figures | want to present to you, which come 
from Government sources, are beyond real debate insofar as the major 
point that thev make 

We feel that it is a monstrous misrepresentation to contend that 
workers and other low-income people have excess purchasing power 
which must be drained off to prevent inflation. The Joint Committee 
on the Economic Report, a congressional committee, which in our 
opinion has done an excellent job u studving the low-income field, 
reported that in 1948, 53 percent of the American families got less than 
$3,000 a year—53 percent of the American families got less than 
~*~ 


5,000 a veal 

Now it is possible by use of the income data and this budget to 
figure out how many families there are in America whose incomes are 
less than enough to meet this minimum budget Remember what | 
said about Its food consumption, clothing consumption, and so on 
In 1948 21,300,000 families got less than enough to meet this minimum 
budget. Of all families 46 percent suffered substandard living in one 
degree or another in the most prosperous year in American history. 
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We feel that it is difficult for anyone to justify, after looking at this 
over-all picture, talkin 
brackets 


Now the next section 1s Who does cet the income? Perhaps it 


r about its purchasing power 1n the low-income 


hould have been entitled “Who does not get the mcome 
You want to look at it in terms of fifths Dividin your family nto 


fths this is the pict re 
In 1948 and 1949, the latest vears for which the Federal Resery 
Board data are available, three-fifths, 60 percent, of the families, an 


households in the middle and lower income groups received o1 2 
ent ol the total pel onal income 
Now | think the words ‘Federal eroups,’ middle income,” have 
n thrown around avery loose fashion in mucl ( rrent ad 
take a loo l The midadl mcons mn 1094S as SZ. S40 
The middle incom 7 49 was $2.700 It is misrepresenting the 
and distortu he picture to talk about the midd Crro Pana 
» Ie aiking about S7 O00 SS.000, SO.O00. and S1LO.000 of incon 


| noticed that when the President in his tax messave reterred to 
pper income groups he said above SLO.O00 That means that 97 
percent of all American families are below what he calls the upper 
neome group, and when Mr. oenvdaer was here he chose another 


ciiy iding line which he called above the lowe rana middl area, S5 CHU), 


It is a rather curious mathematical definition of ‘‘middle,’’ because in 
his lower and middle are included 83 percent of all American families 

[ think itis important to avoid an illusion about the actual dis- 
tribution of mcome within our country To put it in different terms 


() percent families 


» put it in dollar terms rather than in fifths o1 
or households with income under $3,000, more than 50 percent of all 
ray Lilies and households rot about 25 percent ol the total personal 
1 1948. If vou stretch the definition of ‘“‘middle’’ up to 
} percent of all families and households in 1948 received 45 
f the total share of income. 


Now the further question is asked sometimes in discussing the ques- 


income Il! 
S4 000. 7 
percent oO 
on of taxation and also of a 
ull of demand on prices It is the question of who has the liq ld 
sets, who has the cash 
The Pre sident made the refer nee to large Savings and othe r liqu d 
ets, “whie Sigs he said, ‘“‘they are free to spenhad as they choose.” 
Now it Is imports nt for us to look in to se¢ who has the liquid 
sets. In 1950 the Federal Reserve survey of consumer finances 
reports that ‘“‘nearly one-third of all consumet spending units had no 


purchasing power, what economists call the 


quid assets in early 1950.”’ In other words, one-third of the families 
broke at the beg nning of 1950. 

OUXtY) percent of the families and house holds in early 1950 either had 
ho liquid assets or had total assets of less than $500. 

Wi Suggest that this is not possession of vast sums of excess sav nes 
ha liquid assets “‘which thev are free to spend as they choose,’ to 

ng pressure on supply and to bring inflation. 

The lower three-fifths of families by income had only one-third of the 
total liquid assets in early 1950 

If you want to say it another way, the top 40 percent had 67 percent 

all the total liquid assets in the United States at the beginning of 


m0 
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This could be borne out by reference to what is happening in the 
savings field, what is happening to bonds (gain the Joint Committee 
on the Economic Report, the congressional committee, told us in their 
report issued in June 1950 that 11,000,000 families disposed of all the 
Government bonds they owned in the three relatively prosperous vears 


of 1946 to 1949 The top 20 percent alone accounted for 97 
of net saving 1948, and 131 percent in 1949 
You mav ask how vou get 131 percent You t it because 
(iIS-SAaVIl the spend ne of more than thev earn in th low 
brace 
The conclusion we draw from that u that the bare vr bye mW 
Whore neon iam” li shave no rich store of savines > hiom the 
nceomes Thev have no hidden excess pul hasu pow Tax 
these | y) compound povert. 
No i third iriation of this que stion is the « f who 
+] + 
\\ ) ! VY cons (iil ) ho oO ¢ 
ull \ Phe lov 0) 7 ! oO r ly 
he o 2s fhan 1() } ft } ENT) | 
” 1O4N and O44 m res dt 
loint ¢ ( he Keo Mm R oO J vy 1951 di 
ak iliet. : as nder $3.000—that is 
. ; neg ss eiantieniamen: alll ae pone 
m0 . ) to f 1)! . 
\\ i ( ) 
' Q 
, \ 
he Cour 
} ! | 
—2 O00 , ' ) 
\ vit} \\ r) } 
{) eo ) | iT 0 ) \\ 
O ( leq oO { ! 
1} firrmnated co (| i 
‘ ) vi ie Tae | with tl Ob 1} 
, ee ' a 1, 
) ! co ! n 
( » 2aOD era 
{ 1) Di 
‘ , vho ! | } ’ V wa 
$ fhe wo > wer $3,500. To ach 


percent 


of 


inecone 





| 


DI 


i 


th 


I 


ninimunM 


tistics bud ( 


The propos 


esent time 


living s 
he nee 
total income of § 
his family must 

lothing or s 
Peter to pay Paul, o 
~ on W } 
Now . 
‘ Ire ity lé 
‘ The propo 
| \ a) ! 
Ih \ ) 
No | _ 
| » Dersol 
h chow . 
naires nad } 
rr vou in the 
e whole tax bure 
eoDpie 


itl Oot ¢ ) 


he pay 


ird provided by the Bureau of Labor S 
» 50 plus his income tay Actually he n as 
H7( His incom s $370. short This means 
» without some food that thev need, \ O 
! ai care that they < or hel 

i} SI 0 ll o deb 0) (10) 


raat we have ne pyre . ( we 
, 
Ihe keder i] ncom ) 
| ( | nobel ol ( i)! ( Tie ao \ 
~~ 
\ returers are n ¢ ‘ ) I 
e Tamil ( I 0 m d2 { 
~ ~ | I ( | \ 
Oli a 
( ( | how ritic he ( 
\ ecareiul tax studi ite I 
of State, local, and Federa IXeS, ( 
eve me we th eX 
ieration ot} ixes a his te ( oO const I 
nd the part to be played D he |ow-mcome 
‘ ; i ] ‘. | ‘ 
for such a person at that level is that a 1} 
$719.50 in taxes Phi proposa Iron t! 


dmuinistration would ¢ pon him to pay at least $788.50 out of his 
income of $3,300, for umily of fou The Chamber of Con 
d National Association ef Manufacturers proposals would go 
ona that 
Now vou know tl exemptions have been changed 
j ) L Cor ( | 1ioOd Of me. b hey I ! | 
oO WAavs ey | een changed by the a Ol ) he ( I : 
i they have b i by rising prices, and evs ( : 
e the exemptio1 ( ers are beu low hie oO a 
lation 
Now we hav 0 here which are relevant to this. T 
| hows vo happened to the p I ( 
onal exemptiol ess that is brown o there leat 
hows the +f on in dotlars Che blu erin hows ou 
) aoa ption The black bar shows the exen ption 
ould by req il real terms at toda Ss pri Ss to mamtain 
| ons a 1934 ves The differences vetween the ue and 
I black reflects wl has happened to the actual exemptions LO! 
Hcoise people l) other words thre excmMption now 1s only one- 
hird of what it was u 959 tor a Single person. Kor a married 
uuple the exemption now being $1,200, it would have to be $4,500 
>be the same as it wa n 1939 


tine 


| 


\ILASON 
NIXON 


Ol co 


Would thi rentleman yield there? 


| 4 : 
\lason. You are comparing the exemptions in the number of 
irs 1n thes differ nt years. Now you cannot do that pecause it 
lot give a lair comparison You have to compare the $600 and 


when it 


tionate 


Was SHfi 


mcom 


the $1,800 that you have there in the black with the income that that 
man had, and if his income is three times as much now as it was 


) then on that basis he its paying that same 
n comparison to his total. 
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Mr. Nixon. As your income rises, your income tax rises and that 
certainly takes care of the changing income. Obviously there are 
many other economic developments since 1939. I only now hope to 
make one point, and that is what has happened where you start the 
tax in terms of real income, subject to the limitations you mentioned 
and to other developments in the economy. This chart shows the 
great difference between today’s exemptions in real terms and the 
exemptions of 1939. It compounds the changes made by Congress 
and the changes made by changing the value of the dollar. We think 
it shows a startling change as far as the actual impact is concerned. 

Mr. Mason. This chart, as I read it, simply shows the varying 
purchasing power of the dollar, and evidently if the man had three 
times as many dollars now as he had in 1939, he would buy, we will 
Say, the same amount of coods because it would take $3 where it used 
to take $1 to buy 

Mir. Nixon Subject, of course, to the changes in the tax burden. 
| have given a report already on what today’s mcome is 

Now | have here a second chart that | would like to have you 
address your attention to. This chart shows you the comparison 
between the gross exemption and the budget requirements for a mini- 
mum adequacy budget as set forth by the Federal Government, the 
bud rel that | discussed before 

Kora single person VOU Can see the diser pane between the present 
exemption of $675 in gross exemption and the $1,630 that the Govern- 
ment says this man requires for health and efficieney, the difference 
between $1,325 for a married couple and the $2,330 that our Govern- 
ment says is required for a minimum adequacy budget, and the differ- 
ence for a family of four between the Government’s budget require- 


ment of $3,530 and the gross exemption of $2,675 


| would like to make just one other point before we come to the 
question of our recommendations. The question is: How much taxes 
does a worker pay 

[ mac elerence bo a sample Cust I w vuuld like to make another 
point with vou gentlemen and that is contaimed in the material on 
page 14 


Mir. Harrison. Were these records prepared at your union head- 
quarters? 

Mr. Nixon. Yes, su 

Mr. Harrison. They were prepared for presentation here 

Mr. Nixon. Yes, sir; exclusively 

Mr. Harrison. I think vou and I are fellow Virginians. You live 
in Virginia? 

Mr. Nixon. Arlington 

Mr. Harrison. You appear here at the direction of your union; is 
that correct 

Mr. Nixon. Yes, sir 

Mr HARRISON By direction of the executive board? 

Mr. Nixon. No; by direction of the general officers 

Mr. Harrison. And you appear here as a voluntary witness? 

Mr. Nixon. Yes, sir; | requested to appear. 

Mr. Harrison. Your purpose in appearing is to ask this committee 
to frame legislation in the interest of better government in this coun- 


) 


try; is that correct? 
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Mi NIXON Yes, si 

Mr. HARRISON You are entirely actuated by the welfare of this 
CO mtr and not by “ny othe rcountrv: 1s that correct 

Mr. Nixon. I do not know just what the implication of that is, Mr. 
Harrison, but the answer is unqualifiedly ‘ves 

Mr. Harrison. You do not know the implication of the question 

Mer NIXON No 

Mr. Harrison. Are you a member of the Communist Part. 

Mir. Nixon. No 

Mir. Harrison. Have you ever been a member of the Communist 
Party? 


») 


\Ir. Nixon. | am not going to go into a whole train of questions 
of that sort 

\ir. Harrison. Have vou ever been a member of the Communist 
Party 

Nh NIXON | have answe red the question that | am not 

\Ir HARRISON 1). vou re fuse to answel whe the or not vou have 
been a member of the Communist Party? 

\Ir. Nixon. | think 1 Vy answer Is adequate Mir. Harrison 

Mir. Harrison. Are you or have you ever been a member of the 
Communist Party 

\Ir. Nixon. | hay old you I am not 

Mir. Harrison. Have you ever been 

\ir. Nixon. I am not omg to go into a train of disesusion with 
you on that, Mr. Har 
~ Mr. Harrison. Do vou refuse to answer whether or not vou hav 


SOT) 


ver been a member of the Communist Party 
Ni NIXON | told you | am not, and | 2m not going to go into a 


ole train of discussio! 
\ir. Harrison. I have asked you the single question. I am not 
\ir. EBERHART! \Ir. Chairman. I would like to interiect tl] 
thought Since | have been a member of this committee for 7 vear 
have never brought mn eXtraneous matter like this I do hot 
nk it is proper tot s to start to do it now In other word I do 
not think it 1s relevant to the issue by fore us It confuses thy ssuc 
It is entirely immateria The gentleman has appeared here repre- 
nting the views of a large segment of the American working public 
nd his politi al views or connections are of no concern to this com- 
mittee with respect to the issue we are having a hearing on now : 
do not think I could approve of the Committee on Ways and Means 
starting on this line of questioning now Representatives of business 


| 


have appeared here and we « rtainly have not gone into their personal 
political beliefs, whether they are Republicans, Democrats, or any- 
thing else 

The CuarrmMan. The chairman has never attempted to decide what 
questions members of the committee should ask. ‘They may ask 
Whatever questions they desire 

Mr. Harrison. Mr. Chairman, my purpose in asking that question 
s that the witness appears here for the purpose of influencing legisla- 
tion He appears here voluntarily and Says that he represents a large 
segment of American labor. Now if that is true, that is one thing. 
If he is here representing the Communist Party, that is another thing 
| think it is a very relevant thing. 
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rv who democratically run their union, who demo- 
new ou rs I hay been coming before this committer 
il no stranvel ly re You may disagres with what 
at deal | think vou must agree | am trving to 
ial presentation of the views of my 300,000 men 
portant question | just cannot permit vou to turn 


<4 that | 
he case that I 
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have here, from th vidence that ] 


1\ peopl 


NI y | pa 1 lo il roup, us 10 alas anvbod else, wha So 
um | 

Mir. H Is it not a fa yu on has been exclude 
iro! he CLO se of the fac ty tis Communist domu ted? 

\I NI | would not put « itionship with the ClO in 
t hye \I Hlar SOT) 

\Ir. y. Were you exe ( om the CIO 

\I NI Well h L ¢ question We got out of the 
ClO 

\I i] Was there « y over whether or not your 

on Was Comn nin ( on? 

Mir. Ni Yi we have had tl difficulty since we started in 
1945 

\Ir. H Who is ] ( ( oO no 

Mr. N Albert J. Fitzgeral 

Mir. Is he a memb Co 

\l NI do not KNOW 

Vir. x. You do ne no 

\Ir. N \Ir. Harrison, I am ne 

\I [| Do vou know er he of tl 
Co 

\Ir. Nay 1 am finished on tl of questio 

\Ir. H Has he be I Congress tor co pt? 

\Ir. N The answer to that » but Lan ( 
any mo s along this 

\I [| Who is the seer il Lniai ft isu : 

\I \ Vir. Chairman must reques < that we 
Col I ( ssiohn on hie iestion befo his comm 
Pert I ) hon si mer ind to have questions and dis 
CUSSLONS O hat subje 

Ch ( HAIRM The chairman is little bit confused by vou 
Willingness to swer to ¢ of th questions and vou refusal Lo 


ansSwel to the ot 


not vou are a me 


to answer th (j 


Communist Part 


question and not the 


Nh | NKIN 
If | 
step aside 


testify who cal 


had echo ih 


he You aid i 
mber of the 
| 


lon whi the! 


The ( ham: 


other 
I want to 


pow ron this 


and invite his organization to send somebody 


answer thi que 


(‘ommunist 


make this Suggestion, Nh 


Lnswel the « stion as to whether o1 
Party Then you retused 
had been a member of the 


an is SUPPPrist d that vou answered on 


you evel 


Chairman 
this man to 
here to 


' , 
has Usked 


1 } 
committee | would ask 


that Mr. Harrison 
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him, and if he is a Communist or ever has been we do not want to 
hear him. That is my viewpoint. 

Mr. Nixon. Mr. Chairman, I answered the first question. The 
reason I did not want to go on to answer other questions is because it 
s clear that there was going to be a train of questions and I.do not 
propose to go down that road 

Mr. Stimpson. I would like to ask the gentleman whether he was 
elected by these 300.000 workers to appear here? 

Mr. NIXON. No; | am a staff member. I am not one of the elected 
officers 

Mir. Simpson. By whom were you hired? 

Nir Nixon. | am hired by the reneral officers and the ceneral 
executive board 

Mr. Stmpson. Would you work for a Communist? 

Mir. Nixon. Would L work for a Communist? 

\lr. Simpson. Would you work for a Communist? Did you acce 

nployme nt from a Communist? 

Mr. Nixon. Did I accept employment? 

\Ir. Simpson. Yes. 

Mr. Nixon. | accepted employment from the union, sir. I am 
emploved by the union 

Mr. Simpson. You told me you were hired by these general officers. 
Now [ask you whether you, as an American citizen, would work for a 
Communist? 

\Ir NIXON, If one of the officers of our union were a (C‘ommunist, 
I would not stop working for the union on that basis. \s a matter of 
fact, it just happens, Mr. Simpson, that every one of the officers of 

union has signed the non-Communist affidavit under the Taft- 
Ha tley law, section 9 (h 
\Ir. Simpson. You did not state a moment ago whether Mr. 


rerald was a Communist or not. You refused to nnwser the 
stion about Mr. Julius Emspak. I asked you whether you would 
for a Communist o1 whethe r you would investigate to make 


vou were not working for a Communist, just as I would if I 
asked to work for someon: 

\lr. Nixon. I think I answered that question. 

\Ir. Simpson. Will vou answer it again? 

Nh Nixon. If a union wanted to hire me, which I knew had 
Communist officers, | would not necessarily turn down the job for 
reason 
Mr. Simpson. You would not turn a job down if you knew you 

re working for a Communist? 
Mr. Harrison. You would not tell the committee you have never 
rked for a Communist, would you? 

Mir. Nixon. [am just not going to go on with this line of question- 
If you want to hear what I have to sav about taxes, I shall be 
to contmue. I must have been domg a very effective job 

\lr. Harrison. | will acknowledge that 

Mir. Nixon. All right, sin 

Mir. Harrison. You are doing a very effective job for the people 


whom vou are employed 
\ly 


Chairman, I do not desire over the objection of the members 


the committee to pursue the topic. I think we have pursued it 
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enough to show to the satisfaction of everybody here who the gentle- 
man does represent. 

The CuarrmMan. Of course each member can draw his own conclu- 
sion about that 

Are you through, Mr. Harrison 

Mr. Nixon. I have not finished my statement, Mr. Chairman 

Mr. Curtis. Mr. Chairman, the witness says he has some more to 
present, but in view of the schedule that this committee has, unless he 
wants to cooperate and answer Mr. Harrison’s second question, | 
think the witness ought to step aside so that we may go on to someone 


who is willing to respond to the committee’s questioning 

The CHarrmMan. If you wish to testify further, you may go ahead 

Mir. Nixon. | was just about to make the additional point of th 
impact of the total tax burden. | was referring vou to page 14 of my 
statement, which includes a table of the percentage burden of taxes 
on various income groups, Federal, State, and local taxes, direct and 
indirect. It is a startling thing because it shows that under $1,000 the 
nceome group paid in 1948, 23.6 percent of its income in taxes, State 
Federal, local, direct and indirect; $1,000 to $2,000 1t 1s 20.3; $2,000 
to $3,000, 21.6; and so on down the table. And only above $7,500 does 
the impact of total taxes begin to be progressive. This situation under 
lines the basic point I want to make, that no taxes should be levied on 
the American families whose incomes are not large enough to maintain 
the living standards at minimum adequacy levels of health and 
efficiency 

Now we have three or four proposals which we would like to present 
to vou 

The first one is that the individual income-tax exemptions be in 
creased to allow, free of tax, enough income for a minimum adequat 
living standard 

The Treasury Department’s study on this subject made a couple of 
interesting comments and I refer you to them. They said this 


For the mg run it is regarded as essential to exempt amounts required to mail 
tain the lividual and his family in health and efficiency (part from humanitar 
an aspects, this view is based on certain practical social and economic consider 
| t is held that taxing substandard living will result in lowered e 
talitv in the communit' wer revenues, and possibly result in hig 
Government expenditures for social repairs 
Further on it makes this important statement 
In this view. abilitv to pay doe not commence until a point is reached 
( ile where the minimum means of life have been obtained 


The Treasury report anticipated the charge that such exemptiol 
increasing would put more taxes on the rich and destroy incentiv: 
and they made this comment 

The sacrifice involved in going without certain necessities is not susceptibl 
measurement or compariso! 

In other words, the point the Treasury was making is that th 
sacrifice involved in cutting the family standard of living down fror 
a Cadillac scale, let us say, to a Buick scale or a Chevrolet seale is no 
to be compared with the sacrifice involved in giving up a quart o 
milk a day or a new pair of shoes for the child or a much needed vis 
to the doctor 

Consequently, we propose the following exemptions: Single persor 
$1,600; married couple, $2,400; dependent, $600 
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Now in applying these exemptions, we realize it will be necessary 
to make a mathematical adjustment in the upper areas so as to avoid 
the flowing of the tax-reduction impact clear through the income scale. 
We would suggest that those changes be made Our problem is how 
much would this cost It is possible Lo caleulat it very easily 
although I must say roughly. 

In terms of the revenue proposed by the Treasury under the Treas 
ury’s proposed rates, this change in exemptions to remove all Federal 
income taxes from families whose income is inadequate to meet this 
minimum budget would cost roughly $4 billion. To break it up a 


little more, to take the income taxes of all of the families below $2,000 
would cost only $1 billion. In other words, to prevent income taxes 
from aggravating or creating substandard living conditions would 
reauce the tax revenue ro ighly S4 billion bye low the Treas iry s pro 
posal. We think those exemption changes should be mad 

We also urge that Federal excise taxes on common consumption 
items—really common consumption items that go into a budget lik 
this should be raised. By “raised”? | mean lifted By “hfted” | 
mean done away with, should not be applied on these minimum 
necessary consumption items, and of course no new sales taxes or 
general or specific excise taxes should be levied on these common 
consumption items. 

Now I come to the final point of my presentation, the question of 
alternatives to this type of revenue, alternatives to the revenue that 
comes from forcing American families further down below the mini 
mum standard of living for health and efficiency 

If vou think of the many alternative sources of revenue that have 
been prest nted to you and | know you are mue h better ac quainted 
with them than I1—if vou think of them in terms of being alternatives 
because that is what they are, alternatives to poverty-creating taxes 
the proposals for alternative sources will have considerable weight 


with this committee. We believe, first, that the elimination of the 
poverty-creating taxes does not ne essarily mean reduc Ing ac tual tar 
revenue 


Second, we believe that any alternative source of tax revenue is 
more desirable than taxes which force American families 1 
enough, to be ill clad, and not to see the doctor when need bs These 
seem to be the real choices before this committee, 

There are tWo Lypes ol alternatives One type is the type of alte I'- 
native taxation which involves the closing of escape routes lor taXa- 
tion the closing of loopholes which are indefensible on every basis of 
equity and justice 

The second type, not in exactly the same category, is merely the 
burdensome and difficult imposition of higher taxes on levels other 
than the minimum levels. There I think there is a distinction to be 
made between the closing of the loopholes which have been tax es- 
capes. We merely want to suggest several possible alternatives. | 
do not suggest these with any degree of finality, any degree of final 
determination of income that would come from them, but I want to 
propose them to vou as alternatives to the taxes that would otherwise 
be proposed on the low-income, substandard-income families of our 
country. 

In the first place, of course, there is the possibility of increasing 
the intake from profits. I know the arguments against additional 


ot to eat 
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income taxes on profits, but I think if you compare the alternative 
with the burden of taxes on substandard families, you will recognize 
that if need be there is an additional source of at least $7 billion in 
terms of alternatives, with which you are actually faced, which could 
be gotten from corporate taxes. 

Secondly, income splitting, withholding tax on dividends, you know 
the arguments for these. I do not need to repeat them. Let me make 
this point. The evidence is that just by imposing the withholding tax 
on diy idends you raise around $200.000.000 a vear. This step alone 
would raise more than three times the revenue that you would lose by 
ending all taxes, income taxes, on incomes less than $1,000. 

We think at least 2 billion dollars more could be raised by eliminat- 
ing income splitting, by withholding taxes on dividends, and by rigid 
enforcement of existing tax schedules 

\ second suggestion has to do with accelerated amortization of 
corporations, 

Il heard Defense Mobilization Director Wilson say the other day 
that they had certificates of necessity for 6 billion dollars. The indi- 
cations are that this sum will increase considerably. This comes out 
of the Public Treasury. We think it is very questionable to give the 
United States Steel Corp. a $1,250,000,000 new steel plant near Clinton 
virtually free of cost, virtually completely out of the public treasury, 
and that is an example of what would be done under this 

We think a more rigid application of this policy could save at least 
1 billion dollars a year by eliminating unnecessary accelerated amorti- 
zation allowances. 

By proper changes in the estate and gift taxes you can get another 
$500,000,000. Can anyone justify going easy on estate and gift taxes 
of well-to-do Froups W hen the price of that consideration is heavy taxes 
on the ill-« lad, the ill-fed, and ill-housed? 

In the same way if we want to be tough on depletion allowances on 
properties—and the Treasury has presented you with ample evidence 
in this ease-—you have an alternative which would give vou an addi- 
tional income of 500 million dollars. We ask: Can anyone justify 
satisfying the lobbvists of these ereed\ special interests at the cost 
of taxes on decent American families living at or near poverty con- 
clitions? 

Finally, if 
no question but what income taxes are already very heavy at every 
level of income, the fact still remains that rather than impose taxes 
which condemn American families to substandard living, there is 
still a possibility of tax revenue in the incomes above the minimum 
standards. Or, to put it this way, after the Treasury’s proposed rates 
are applied, 35 billion dollars could still be taken from incomes above 
$5,000 before these 7 million taxpayers would be reduced to the average 
income levels of the 35 million taxpayers under $5,000 income levels. 

Now I hasten to say we are not proposing such a tax. The point 
is that a vast margin of potential incomes still exists above the mini- 
mum income levels dividing poverty from minimum health existence. 

I conclude with this: The alternative sources of tax revenue sug- 
vested above could raise from 15 billion to 25 billion dollars, depending 
Some of these sources should be 


it is going to be necessary to increase taxes, and we have 


on what you decide is necessary. 
taxed to end grossly unjust tax privileges of the greedy. All should 
be used to the utmost rather than to put taxes on family incomes 
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below the proposed UE exemptions of $1,600 for a single person, 
$2,400 for a married couple, plus $600 for each dependent. 

No taxes should be levied on American families whose income is 
not large enough to maintain living standards at minimum adequacy 
levels of health and efficiency. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Eberharter. 

Mr. Esernarter. Mr. Nixon, I think you have made a compre- 
hensive statement here. I think the figures were taken from Treasury 
reports and Commerce Department reports; is that true? 

Mr. Nixon. Yes, sir, that is correct, and these Department of 
Labor reports, Mr. Eberharter. 

Mr. Esernarrer. I notice that many of your recommendations 
are straight down the line with the Treasury’s recommendations, 
practically. 

Mr. Nixon. Yes, sir; that is correct. They also coincide, [ think 
as far as the income tax levels, very generally, with the table by the 
American Federation of Labor. 

Mr. Esernarter. You call attention to some loopholes here, the 
same proposition that the Treasury has been advancing for years. 
Is that correct? 

Mr. Nrxon. That is correct. 

Mr. Esernarter. Your principal over-all argument, after pre- 
senting to the committee facts and figures and reasoning, is that ‘‘no 
taxes should be levied on American families whose income is not large 
enough to maintain living standards at minimum adequacy levels of 
health and efficiency’ and ‘‘no taxes should undercut a living wage.’ 
Is that your principal premise? 

Mr. Nrxon. That is the basic one. 

I want to address the attention of this committee to what is the 


lower level. How far down will vou go? How much do you know 
about what you are actually doing to an American family when you 
Impose additional taxes on somebody who is already on a substandard 


living level? 

As a matter of fact, we are disappointed that the Secretary of the 
Treasury did not reflect the excellent study of his own staff in his own 
department on this very subject. I think it would be a very con- 
structive thing if this committee were to make a further investigation 
at these levels perhaps to ask the Treasury to bring its study of De- 
cember 22, 1947, up to date, perhaps to ask the representatives of the 
Bureau of Labor Statistics, who compiled this report, to come up here 
and talk about this question. We think more information is neces- 
sary on it. 

Mr. Eseruartrer. Who prepares these statistics on the minimum 
living standards of the American family? 

Mr. Nrxon. I have it here, sir, called the City Workers Family 
Budget, put out by the United States Department of Labor, Bureau 
of Labor Statistics, Prices and Cost of Living Branch. 

Mr. Esernartrer. When was that issued? 

Mr. Nrxon. This was issued in December 1947. We brought it up 
to date on the basis of current prices. 

Mr. Enernarter. That is 4 years old now, and the standard of 
living is more costly now than when that was issued? 











580 REVENUE REVISION OF 1951 


Mr. Nixon. In our figures here we have made adjustment for the 
changes in price. We repriced this budget on the basis of change in 
prices since 1947 to the end of 1950. 

Mr. Esersartrer. Thank you very much. 

The CuarrmMan. Mr. Keogh. 

Mr. Keocu. Mr. Nixon, what is the average hourly rate of your 
members under existing union contracts? 

Mr. Nixon. It is a little difficult to answer. I would say around 
$1.50 

Mr. Krocu. For a 40-hour week? 

Mr. Nixon. We are working a little more than that, Mr. Keogh, 
about 42 hours. The average factory wage for December 1950 was 
$64 and some cents. In our industry it is probably a little above that 
on the over-all average. In the radio section it is probably less, and 
in the heavy industrial equipment section it is more 

Mr. Keocu. Are many of your workers earning under your exist- 
ing contracts more than the minimum that vou have described in 
your presentation? 

Mr. Nixon. Yes, sir 

Mr. Keocu. So that to that extent vou are not talking for these 
members, are you? 

Mir. Nixon. No, sir. The emphasis here is on the low-income 
people, although you will remember, Mr. Keogh, if the worker worked 
a full 52 weeks at the present weekly wage, he would earn around 
$3,300, which ts already $300 or $400 below the budget for a family 
of four. If he is a single man, that is quite a different matter; he 
should be taxed. [am not saying he should not. We are trying to 
be objective in the presentation of this minimum level to which we 
address the attention of this committee 

The Caarrman. We thank you for your appearance before the 
committee and the information you have given us. 

Mr. Nixon. Thank you, sir. 

(The formal statement follows: 


SrTraTEMENT OF Russ Nrxon, Untrep Evecrricalt Rapio AND MAcHINE 
WoRKERS oF AMERICA, WASHINGTON REPRESENTATIVE, Berore House Ways 
Means ComMITres, ON 1951 Tax PrRoposats, Fesruary 20, 1951 

his state t is presented on behalf of the 300,000 workers represented by 
the UERMWA in 1,000 electrical, radio, and machine plants where UE is the 
bargaining agent This UE position on tax policy reflects widespread discussion 
and deliberation amongst our members, in the | IE national convention, UE dis- 
trict onferences and UE local union meetings. 


The basic UF tax principle is simply stated 
1. No taxes should be levied on American families whose income is not 


large enough to maintain living standards at minimum adequacy levels of 


health and efficiency Existing taxes reducing incomes below such a level 
should be repealed. No taxes should be placed on family incomes already 
below a living wage 

2. The revenue lost by not taxing family incomes below living wage levels 


estimated at 7 billion 


dollars—can be replaced to the extent necessary, 
without causing real hardship, from sources of large income and wealth now 
escaping adequate taxation 

T reali hs . ; .d by a maior propaganda and esure 

The UE realizes that our proposal is opposed by a major propaganda and pressur 


campaign of large industrial and financial interests to put the burden of incteased 


taxes on low-income families and to minimize the burden of taxes on corporate 
profits, large individual incomes, and wealthy estates. This campaign, led by 
Commerce and the National Association of Manufacturers, is 


the Chamber of 


echoed in the press generally. It aims at a Federal sales tax, the lowering of 
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cent Ol 
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rates on 
5 pe r- 
wage. 


mptions, and further increases in income tax 


less 


families receiving than a living 
of middle income families now on the borderline down 


pryie now 





What is a living waae 
In spelling out the UE proposal, the first consideration is: how much does a 
family need to have a minimum adequate living standard? Fortunately, Govern- 
ent sources furnish rough! adequate objective answers to this questior 

The Treasury Depart: has assembled the basic information on this question 
a study called Individual Income Tax Exemptions It was published in Decem 

er 1947 but has received little attention and no emphasis bv the Treasurv Ds 

irtment itself The Treasury study indicates that American families need the 

lowing amounts of at December 1950 prices to pro ie a ecessar 

im”’ of goods and r s for health and efficiene 

Single person S1, 630 
Married couple 2, 330 
\larried couple with | i 2 980 
Married couple with 2 ire 3, 550 
Married couple with 3 ire 1, O50 
Married couple with 4 i 1, 530 

hese estimates are ba I t! Bureau of Labor Statistics ¢ v Wo I 
lv Budget, adjusted | Treasury Department for differ é of far 
{ adjusted to December 1950 price levels by meat of t BLS Consumer Pr 
lex The budget amou estimated abov lo not include any allowance for 
leral income tax 

his ‘“‘minimum adequa budge s not a Kur budget l far below 
at we consider ‘“‘the American standard of g [It is approximately $450 

ra ftour-person family) | in the budget estimated by the Heller Co Little 
Research in Social | ics, | versit f Calif i, as ce ul for a 

healthful and reasonal rtable li r 

I portant respect lowe thal iverag su 

speciall f j 
BLS foo l St ) 
par \ 

Chere is nothing luxur il e clot g budge The man of the house 
i buy one overcoat eve 6's vears, one topcoat every 10 vears He could 
> shirts a vear, and 2 pairs of shoes His wife could buv one cotton stre 
a vear; her wool dress would have to last her 5 vears 

fn the medical care department, the family could each go three times a vear 

She doctor. and each could receive one visit from the doctor at home 

lhe family could buy one low-priced car every 15 or 16 vears. In this ear, 
could drive to 19 movies during the year and to 4 baseball games (or other 
Ss events, plavs or concerts 

This family would be allowed one newspaper a day It could buy a AQAZiN 

ce a week for 32 weeks of the vear For serious reading, would have to go 

public library: the budget allows only one book per year It would have 


radio for 9 vears 


is family could not have a telephone in its home, but would be allowed to 
ike 3 local phone calls a week It could write one letter a week. It could 
ive sucl standard appliances as a COOK stove, refrigerator. washing machine, 
ewing machine, vacuum cleaner, ete., if it could find a wav to finance them 
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and vacuum cleaner 


rms extending to 17 years for the stove, refrigerator, 
‘thine. The alternative is to shar 


ip to 100 years for the iron and sewing mac 
item Wit! where 


other families, possible 


repeat: according to careful Government studies, to maintain such a limited 
ssarv n num’ standard of living, including no money for Federal income 
he TOMUOW gy al ual incomes at December 1950 prices are needed: 
perso! $1. 630 
ed couple 2, 330 
ed e and 2 childrer 3, 550 
| ’ 1 es eho 1 be ed 1 luce ta es De ) if 4 min 1urr 
1 in 
LI 
" f ac ind one we usilv ove *k beea plications ar 
isa i ( mod \ i lard esc! l 7 react 
" ’ American families 
" representa I at workers and other low 
( , excess purchas é vhich must bi lrained off” t 
This false refer i excess purchasing powe 
wated by the b dustrial and fina , teres and unfort 
pa oO i Gover! spoke vanting put the burde 
iX ow income There can be no excess purchasing power amor 
\ i ler ng sub | lar 1 eX ( ct 
i ar f ‘ we ive detailed inet lata 1948 This is cor 
1 te ive been one of the most prosperous years in our history. But 
3 im of A rican famili got less than $3.000 (Joint Committee o 
no Report, Materials on the Problem of Low-Income Families, Nov. ¥ 
mp. 9 () hird of fa eS oC Ss in S2.000 
I i I Vepartme! tudy makes It possi to compare, for each s1; 
it afa needs wit! al t tlere are the estimates for 1948 
is 
~ phy) ) 
| ? 240)  @ 
! > SOO -— 2 
1) 3 
St) a { 
350 | 
rota 21.3 
I LO4S \lore 1 zit int ‘ 16 percent ( 
l ) nda t iti ) prosperous years 
e sta rf J Cor eo e Economie Report 
LO48 e data ica i i rp! ur numt 
’ of full participa Amer prospe! ven in vea 
oi Econo Report, S. Rept. 1843 e 16, 1959 
| rue today 
\ i i ‘ uiter st 1 v ese figures, seriou talk about eXce 
i | rt rhe ) yme Dbrack 4 
r, the argument of the big financial and industrial interests is support 
ean t officials whose own statistics refute then The Wage Stabili 
oard, for example, has put forward the argument that workers have ‘exc 
asing power’’ as the main justification for both wage control and more tax 
vw See WSB pi \ itemel! Der 18 1950, Release Ne 
+PR-18 
Secretary of the Treasury and the Council of Economie Advisers jo 
Ir ind tT ul il spokesmen in declaring that people in the middle” ar 
T Dracke ; have the bulk f total income and therefore should pa 
K I LX¢ See Secretary Snyder’s statement before this committee 


1951, p. 11: January 1951 Eeconon Report of the President, p. 104 


the Census Bureau data already cited, and the data from the annual Federa 


taal 
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2eserve Survev of Co r | ances, whick Lam about to cite. show that people 
tually in the midd i ower brackets not only do not have enough to ve 
n but do not have the bulk of income even when a heir incomes are added 
wether 
Clearly. to tax fan i se low-income levels 1s not the wa to stop inflati l 
it rather weakens our DV creatit 1M rtv cor 7 f fe fort 
[ famires 
I] 
; Loe get the 
] 1948 and 1049 " irs for whi Federa teser Board data are 
wiab the thre nt OU per of fam! ind | hoids i f ad P 
/ Ver ‘ ed \ 32 perce! ot tai per i I 
| midd ! 4S was S2.840 n 1949. 82.700 | 1? i 
sperous year——1048 fifth of families and ( 1 ad a i 
me of S860 Phe est group hada |} 1 re S2,.000 ] 
rae lever ) T , ) I rece lol 
W ‘ il to dollar bra ‘ tead i nt f 
es i bar i 1 l . cr 
>, OOO—more thar 0 per fall fan ‘ und house rid t al t 25 per 
34.000 ‘ } 73 ner nt of all fa ’ M18 
ta ur I die and i48 
t i | i . I sur ( | i T 
i ents of the ( i ( I ‘a i \. i f Na 
ers, Secretary Snyd ( f Advisers, a rs ; 
bulk of taxal ny ¢ ! eT 
e seale” (Secretary 8 ' H Ways and M Com 
To “prov , Secretary Snyder e def 
1 of ile » S5_000 ; ‘ it 
I j ile S43 per f y 
1 of ’ 17 . 
| . ' : . } ’ -—_ . Q 
} » sho thet ¢ ‘ . wad f edera . . ' 
r S45 .000 22 ‘ | : ) 
\ r 4 a r i ’ r 
tM ' ( 
ry 
\ CT rial it ( - 
I i i i " 1 lar ! | { 
I ( i ) i ‘ : ' | \ sawe 
2 LUI | i ( I i] I i i la 
e ba I i vy DD ‘ } ( 
| Vine f Li ¢ ites I f | 1 as 
iit it an i Dp 
r} 1950 Federal R ! Surve of ¢ r | inces repor that early 
hird of a consume! r ling ! : 1d | ft assets in earlv 1050 
Another 25 percet Tt fa and | ise! ls ud juid assets of less than $500. 
Thus 60 percent of fa = and households ji early 1950 either had ‘ juid 
ets or had liquid ass f less than $500 (Federal Reserve Bulletin, December 
0 p. L591 
The amount of li I 1 in early 1950 by a ivera family it é 
idle- and low-inco i is ver\ i is the fo \ gy tabulations vs 


e bracket: 
Under $1.000 A SO 


1 
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000 to 82.000 
$2,000 to 83.000 
53,000 to $4,000 
34,000 to $5,000 


10 
160 
350 
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The lower three-fifths of families, by income, had only a third of total liquid 
assets in early 1950 

The ‘‘middle’’ holding of liquid assets in early 1950 was only $250. This com- 
pared with $300 in 1949, $350 in 1948, and $470 in 1947. This steady decline 
reflects what happened during this period: Living costs rose steadily; workers’ 
families cashed bonds and drew on savings accounts, not from choice but simply 
to make ends meet 

The staff of the Joint Committee on the Economic Report pointed out last year 
that 11 million families disposed of all the Government bonds they owned in the 
three relatively prosperous years from 1946 to 1949 (Joint Economie Report, 
S. Rept. 1843, June 1950, p. 42 


People went on cashing bonds right through 1950 At the start of the vear, 
13.5 percent of E bonds issued since 1940 had been cashed: by January 31, 1951, 
despite strenuous Treasury efforts to increase sales, nearly 47 percent had beet 
cashed (Treasury Department release, United States Savings Bonds Issued and 
Redeemed Sixteen percent of E bonds bought in 1950 were cashed that sam« 
veal 


\ letter in the Washington Post financial column. February 14. 1951. describes 








the situatior its essence 

Sixty to seventy percent of the working families today have an overhead which 
Is greater than their wages The cost of living i oO great that when trouble or 
sickne or accident occurs, there is no o cash bonds.”’ 

In 1949, 43 percent of all families and | ied bonds or other liquid 
assets to meet medical expenses One-third cashed them to buy food, clothing, 
and other cost-of-living essentials Fortv-one percent used them for such ex 
penses as repairs to house and automobile, farm operating expenses, education and 
taxes (January 1951 Economic Report of the President, p. 229; Federal Reserve 
Bulle December 1950, p. 1595 

For these reasons, families in the middle- and lower-income brackets have bee: 
able to save little or no money in recent vears In 1948 and 1949, the lower two 
fifths spent balance, much more than they got in wages and other income For 
t Na is a f v the upper fifths saved appre i “he top fifth 
alone a ! 1 for 97 percent of net sa g in 1948 and 131 percent in 1949 
Much of t vil it has been pointed has been in the form of corporat: 

1 } 4 pi “tat; 1 | 1 j Ie ra5o if wor 
Rey lent, p. 47 

Herea i L Lin ( | na gg »p er \ 1 be ell 
, , . fy ‘ rmaso 1 Re t ( Pre ‘ 

I I 1 asset g ( t | I 

| 0) ree i ta ( r fa t ef ‘ 
per i aso ind Go ( ea} BE be I 
( i 1 ASSets al ng i ‘ LO t pro i i 
i i f purchasing power as i the vel re broadly distr 

The ba t g-wage me tan es i ork re of sa ‘ 
t mes Che ive 1cle f ising pow 
lax é in ¢ pe 

\ 
tT nding 

\ third variation on the argument that low-income people have excess purcha 
ing power, which must be taxed awa is the assumption that workers and other 
low-income groups not only have too much money but that thev also spend 
This leads a major spokesman of the industrial and financial community W 
Randolph Burge chairman of the executive committee of the National C 
Bank—to argue that we must “discourage spending—we should tax spendir 

and not productiol address to New York State Chamber of Commerce, No 
2, 1950 The same position is taken | the Wage Stabilization Board and 
clear! mplied throughout the January 1951 Economic Report of the Presider 
and | Cour f Kconomic Advisers This leads the Council to conelude tha 
‘by far the largest part of the additional revenue must come from the middle ar 
lower tax bracket p. 104 

The FRB survevs demonstrate what we ought already to know: that the middl 
and low incomes, having the smaller share of income and savings, could not po 

ly do the major share of spending In fact, the lower 60 percent families a1 


households accounted for less than 40 percent of expenditures for all goods ar 
services In 1948 and 1949 
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Estimates presented to the Joint Committee on the Economic Report in 
January 1951 indicate that families and households with incomes under $3,000 
at counted for only 30 percent of consumer expenditures in 1950 They accounted 
for about 31 percent of total retail sales, but only 26 percent of sales of durable 
goods (statement of R. A. Musgrave to Joint Committee, Jan. 31, 1951 

As already indicated, low-income families had no ‘‘excess’’ purchasing power 








They spent their income p to the hilt for cost-of-living necessities, and the 
drew on savings and credit when their incomes ran out. lhe lower fifth spent 22 
percent more than its 1 ome in 1948, and 39 percent more than its income 
1949, on items like food, clothing, housing, medical care, ete The se mid fiftl 
pent YO percent of its u me tor these items 
In the light of these fact which are set forth in appendix B of the Janua 
151 Eeonomic Report of the President it is fantastic to read the Co 
} nomic Advisers’ statement that the American people as a whole must re 
r living standards and can easily do so. The Council savs at p. 82 
kconomies ha I recked because the people de ed » wv 
r new pleasure i ind elaborate mechanical a em or wear r 
ats for long er by eating less * * ea y 
CHKE 
B at p. 223 ’ I e Council report adn 
Ther ire s ir” I of tamil in the [ state i I 
ate ! illowing for Federal income taxes I 
| uv ‘ ‘ O00 raised to oY perce 
VI 
i, ways the ta 8 
VW it T hav ! " ia . | I id i if 
uT } to keep thet | Dove iter erms of mainta gan 
rte g standard ‘ me 45 per of American far na 
i fT i! i t ] ( e beca ( hey cat iff ! tl I 
] cl Oo ive ive ed up pas i £ I 
r i ‘ i a v indar I alt nd I 
| t or I Sa gy, and ‘ ling I i 
idle e-fil s ot fan ind i 
} ; rie | a g i if Y ) If) 
i ‘ ing I as hat gl mid 
the third fift! $3,200 1949 (January 1951 I n R 
( Pri cle ’ \\ ire Lit 1 I 
S10. 000. a e P Fel irv 2. 1951. ta 1047 948, 
O49 s per \ un fan und ! 
wee y } 
\ ‘ m, trom the p iX ] 
I m i i i i tall Ll nun i i 
, ird ) ‘ , le Federa mi i iN 
re b¢ i cost f the mi un ache i t ig 
comes it And Vv \ ire I } 
id even more Federa e taxes ind excise taxes and genera iles ta 
t iil 
is take a very rr esentative Case A manufacturing worker with wife and 
( whi S 4 iverage we v wage of S64 is of December 
1950 His annual income at this rate is about $3,300—if he works 52 weeks To 
ve the minimum li g standard provided by the BLS budget, however 
$3,550, as we have read ee! jut this doesn’t include his Federal ir 
tax, which is now $120 So he actually needs a total income of $3.670 toda\ 
H me is $370 shor This means he and his family must now do wit] 
e food they need, or some clothing, or some medical care. or some « i t 
tems 
Phe ’ vou ca ! i itl is to relieve that fam i pa r S120 
Federa ome " | ud, t administration proposes to raise 
Federal income tax for that family to $144, and to increase t family ving 
st further by higher excise taxes on common consumption items like beer, 
rarettes, and transportati Chis is the exact opposite of a constructive tay 
hich must put first and foremost the health, efficiency, and general welfare 


I e American peopl 
Phe NAM and the Cham er of Commerce propose to do n ich wors« ‘ reduce 
it family's exemption from 52,400 to $2,000, to increase its tax rate, and to adda 

I eTal Sales tax to its cost of living 
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have moved backward instead of 





In the matter of Federal income-tax policy, we 
forward In 1939, incomes under $5,000 paid less than 10 percent of Federal in- 
come taxes In 1951 thev will pay ciose to 10 percent (Secretary Snvade r’s state- 
ment, table 12 In 19389, the exemption from Federal income tax provided a 

t For a family 


family with sufficient income to maintain a decent living standard. 


of four, the exemption amounted to $3,300 Today it would take $5,950 to pro- 
vide the same exemption in terms of purchasing power 
Indi al income-taz ¢ ptions: 19389 and 1 
} (mou 
is- 
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\W led social s i " ‘ ~ mated 
} | ~! 3 2 ' i a i¢ i taxes 
| ! ‘ ( T ivera ) | ivera i itae ring 
. : 1 cwo « j n. Car S3.300 a ea ( i i total tax 
r i re l S700. The a nistra roposals W ild boost 
i! SSO) The rODOSsA oO NAM a i 4 i ber ¢ (.0 erce 
would crea ix load far bevond 1 uc nistration & proposed increas 
} / S‘ ) ; } I ch / n 
and 34 (H" ( 5 ) ‘ 
Ad tra- 
' tion proposal 3 
Fede $120.0 $144. 00 
‘ 19 19 
} L380. Of 1 OO 
Othe 420). OK 120. 00 
I 19. 50 TRS. 5O 
iB R. A. Musgrave, economics department, University of Michigan, presented to 
Joint ¢ I Report und tabk f ol Jan 1951 
7 Ba I I 5 tal Snvder to House Wa ind Mea Co ttee, Fet 51 
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The impact of all tax ederal et as 
verv carefully studied eral economists, both before and since the war 
the basis of the latest a most careful estimates bv Prof. Richard A. M gr 
of the Universitv of Mi iga as the table below illustrates he proporti 
i! yme going tor taxe it | est income levels 1s ve! nig ( a at for 
hi ‘ ( ver » to Yo pere I f all taxpaver i io tne 

per clas there even a! ted applicatio wt the al to pay } 

| ; s " ; 
j j 
1 _—_ | . 
a: | R.A 

These facts are star ew of widespread propaganda to the contr 
They underline the rg ip} ng the basic UE tax principle: No ta 
should be levied « \ f . ‘ come is t ree « r| I 
ta ving sta ira a icy i Ss ol ult i 1e¢ 

VII 
UE ta 

L} pecifiie propo it Federal tax \\ cut 
t! ving standard \ \ e inco . yt I i Tie f 
! idequat 

rt first UE pr } i lividua come-ta ( st crea 

to a w, fre f tax ( for a minimum ad i anda 

I} ur nt for f verabie fron i ece ( cla : 

] initaria point f easury Depart t lv o livid 
‘ tax exempt irgument 

For tl ong ru rded as essential to exempt ame ts required 
: ta +) ndividua i f y in health and efficien (Apart fr 
| initarian aspect t ised On certain practical social a 1 econo 
‘ rat : lt at taxing substandard li will result 

ered economic vita initv, lower revenues, and possil t ilt 
I Government expe [or social repairs 
r) tudy notes further 

In this view, ability to pay does not commence until a point is reached i: 

e seale where the ins of life have been obtained 

Anticipating the argumet! hat emption of low incomes puts more taxes on t 
I ind that this reduce ‘ tive, the Treas study notes that “the sacrif 

ived in going without rta ecessities is not susceptible of measurement 
( pAariso In other words, the sacrifice involved in cutting family cor 
t lown from a Cadillac i f living to a Buick seale, or even to a Ch 
sca s rt > Hbe compare ( icrifice involved in giving Ip a quart ¢ 
a day, or new shoes for t ire or a much-needed visit to the doctor 
that precisely the kind of sacrifice which is imposed daily on low-income famili 
by the present tax burden and which would be aggravated by e proposals 
addit al taxation on k ne es 

It e with the budget juirements we have noted, exemptions should be 

as close as possible to t fe wing amounts—put in round numbers for: 
strative convenient s person, $1,600; married couple, $2,400; « 
pendent, $600 

I ffeet, this would 1 ra ! he present exemptior for a single perso! 

2k es, and doubling iption for a married couple rhe present | 
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capita exemption of $600 would remain for dependents. This would provide an 
exemption of $3,600 for a family of four. 

Upward adjustments in the tax rates on ineomes above these proposed exemp- 
tion levels should be applied to compensate for the effect of the higher exemption 
in lowering their tax liabilities. Also similar upward adjustments could be 
roughly calculated to compensate for tax savings in the higher brackets due to the 
removal of certain excise taxes to lift the tax burden on low incomes 

Adoption of the UE exemption schedule, it is estimated, would reduce Federal 
income tax returns by roughly $3,250,000,000 under the present law and roughly 
$4,000,000,000 on the basis of the proposed Treasury rates These estimates 
are based on data presented by Secretary Snyder to this committee showing the 
prospective revenue from each income class under present and proposed Federal 
income tax rates for the calendar vear 1951. 


/ mated distribution of nceome tron nd li nceome ta et ns rite present 
{'} , } tls 
vf 
t , ; 
mend : 
| I . UF ‘ 
1 ‘ ‘ { ) »¢ 
1 1x - " n i 100.0 
£2 00M <3 . 2 100 
SM $400 a5. 8 a5 8 1 Mx 
£4 (MK mn ah. 9 7 gh. 9 
8 8 ) T2 4, 4 
3 \\ VI ( = Fel 1951 
| pw I ‘ 
lo prevent income taxes from aggravating or creating substandard living con- 





ditions would reduce the tax revenue roug! 


2. UE also urges you t 


» remove Federal excise taxes on common consumption 
items lke beer, cigarettes, transportatiol , and household appliances Here agai: 
the revenus ss—which I would estimate at roughly $3,000,000,000—is small 
compared with the benefits to living sta dards Above all no new sales taxes, 


general or specific, should be levied on common consumption items 

2 Close | opholes—tax profits and wealth If $7.000,000,000 in revenue i 
riven up by these two proposals, there are alternative sources of revenue which can 
be tapped without lowering living standards 
The UE does not know how much finally will be set as the amount to be raised 


by taxes in 195] Our main emphasis is on what this committee should not do 
‘ it should not force families below minimum standards of living by taxes 
The following suggestions of alternative sources of income are presented to demo: 


wo points: 
l FE mination of poverty-creating taxes does not necessarily mea 
reducing actual tax revenue 

ii) Any alternative source of tax revenue is more desirable than tax« 
which force American families not to eat enough, to be ill clad, and not to se¢ 
the doctor when need be. Such are the real choices before this committee. 


Corporations took in an estimated $40,000,000,000 in profits in 1950. After 
taxes. they had $22,000,000,000, or double their profits in 1944 which was 
bonanza profits vear. Corporations could pay an additional $11,000,000,000 
taxes o1 1950 profits on top of the $18,000,000,000 they now expect to pay 
and still enjoy profits after taxes equal to the lushest vear of World War II. 

In 1951, Sec retarv Snyder estimates, corporations will take in $43,000,000,000 
profits Even with the excess-profits tax, they will have an estimate 
$17,000,000,000 after taxes—or approximately the same as the average fi 
1946-49, a period of unusual and sustained prosperity. 








LL 
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Seven billion dollars could thus be raised from corporation profits 
Can you justify not taking additional taxes from such profits, when the alternative 
means taking food from children? 


more 


Income splitting—withholding tax on dividend s 


Or take wealthy married couples in the upper-income brackets who split their 


omes and thus pay substal tially lower taxes. Secretary Snvder 1 


pointed out to 


s committee that such couples wiil pay substantially less tax than they did 
luring World War II, even after his proposed 4-point increases in rates. At the 
$25,000 level, where—as he pointed out in earlier testimony income splitting 








ves about the largest relative advantage’’ the saving is now $3,400 under the 
World War II tax for a family of four, and would still be $2,500 with the new 
roposed rates 
Last vear, stockholders failed to report some $1,000,000,000 in dividends \ 
thholding tax on dividends, similar to that on wages, would close this LX 
‘ape route and increase revenue $200,000.000 a vear This step alone would 
iise more than three tim the income that would be lost by ending a income 
Oo incomes tess than SLUOUOO 
\t least $2,000,000,000 more could be raised by eli iting i yme splitting 
i by rigid enforcement of existing tax schedule Here again the quest t 
isked: Can vou justif h saving for those who ars t in need, if it a 
‘thers in dire ; 
P ” f f ; j ons 
r take the provis f uccelerated amortizatic of defense facilities ( 
ws enacted 1 1950 Interior Secretary Chapman has pointed out that this 
Government has already approved applications for accelerated amortizati of 
ties valued at $2,000,000,000 (Journal of Commerce Feb. 14, 1951 In 5 
ths, the Government has approved one rd of the total sum approved during 
ars of World War II Total applications submitted so far amount to 
$6,000,000,000, which was the total approved during World War II 
rhe corporations which are getting this tremendous tax concession are by and 
irge the same ones whi \ ake in an es $43,000,000 .000 profi 
>] How much are ‘ to be allowed to get with? 
() billion dollars a iT creased reve ie could b raised | ( ! it y 
ecessary acclerated a r at allowances 
vy ca you justifv a " g hese companies to save ip t SS} OOO _OO0O_O00 
1 Veal und at rate of granting applications it will eventually be 
or w he t ea " that $1.000.000.000 from the grocery baskets 
(merican families? 
/ 1? ti tia 


139, only the first 540,000 of an estate was exempt from taxat now at 
ption is S60.000 for a ingle person and $120,000 for a irried co ly 
f Furthermore, estate tax rates have been reduced: in 1939 a estate { 
$1,000,000 paid an 18-percent tax By 1949 such an estate paid only 12 perce 
reas in 1939 estates and gifts accounted for 7 percent of total personal taxes 
‘ » the Federal Government, in 1949 they accounted for only 2 percen 
he basis of the recommendations of the Secretarv of the Treasury to this 
ttee on February 3. 1950. with necessary rate adjus ents « ate and gift 
an vield an additional $500,000,000 
(‘an one justify going easy on the estate and gift transfers of the well-to-do 
price Of that consideration Is heavy axes Oo the 1 clad. the i fed 
he ill housed? 
yn allowances on mine properties 


ne of the major tax looy 


sive deductions from taxable income on the 

erties long after the original costs of the property 

been fully recovered. Oil companies, for instance, may dé 

vear from the gross income of their oil-bearing properties 
in the case of 10 oil and gas companies studied by t 


1943-4 


ses dep 


ol 
r ) 


usury, for the period 
ns for operating expe! 


sses on unsuccessful ventures 
rh special deductio1 


» X00 000 000 added revenittle can be gained by ending This 


treasurv bv wealthy oil and 


mil 


yholes is the provision allowing corporations 


basis of depletion of 
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Can anvone stifv satisfving the lobbvists of t! vy special interests at 
the cost of ta decent American fa ‘ ving poverty conditions? 
ly e-l 

There can be no question but that income-tax rates are heavy in all bracket 
Al 1 pay oweve v be considered for income above the tevels 
required for a ficiency living standard 

lf additiona yin lividuals are required in addition to closit 

op ‘ nd ra ! thev she i be raised onlv from income 
above the proy 1 Uk exemption leve which preserve ving-wage conditions 


vosed rates are applied. 835,.000,( 





00,000 could still b 
tal fror mes abo $5.000. before these 7.000.000 taxpavers would be 
red ed to the avera come levels of the 35,000,000 taxpavers under 35,000 


e leve he Ul loes not propos ich a tax the p t is that a vast 
ul ip tia e st eXiIsts above en ( ( quividing 
i I Cal exist 
‘ I ol iX Tre l ' ( ] raise It 
' 25 } srs above rt ;' : ~ f these sour 
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Ma VW f America, [ have d vith repres« i es of v 
i re Uk proposals w regard the bi 1 ‘ pecial-intere 
i Cay tax burcde \ come Ta ( i i aiterna 
) re i i es and on profi rh yppor t i ery I 
i i i iu l i t he LEY i 
rt i ‘ 
e UE hold . taxes should be levied on American families which wou 
reduce thet lard I r below a necessary minimun eve for dece 
healt! existe is defined by the Bureau of Labor Statist! city worker 
fa budget » the extent that existing tax schedules reduce living standard 
by Vv s | ) standards. adjustments should be made to eliminate tho f 
aN lo e extent that increased tax revenue is required, it should be fou ‘ 
( ree ! r tl int ( vhost ncomes are below the mi tl P 
r red f ent, hea existence : 


The above ited UE position is countered by a major propaganda and press 

umpaign being carried on by large financial and industrial interests and the 
lobbies and pre to put the burden of increased taxes on low-income famili 
and to mize the b len on corporate profits and large incomes and wealt! n 
fan ‘ lt} umpaign,. carried on not iblv by the chamber of commerce, tl! 
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NAM. the National Tax Equalitv Association, and the general press and other 


groups and forces repr nting business and financial interest aimed at a 
national sales tax, at vering income-tax exemptions and raising the ex! 
taxes on low-income familie This can paign Will cause a major contest in the 
Congress and the cou ry the coming weeks, A study of this subject : 
( freasurv Depart December 22 L947, state Apart from huma 
ian aspects, Ut! \ t ed on certain pract i tl and ¢ 
sidera | it tax bstandard 
‘ ) i iO I i 
( rnment il repair 
{ { { I { i 
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The CHatrMan. The next witness is Mr. Joseph A. Schafer, certifi 
public accountant, Philace Iphia, Pa 

Will you give your name and address to the stenographer, and 
capacity in which you appeat 


STATEMENT OF JOSEPH A. SCHAFER, CERTIFIED PUBLIC 
ACCOUNTANT, PHILADELPHIA, PA 


Mr. Scuarer. My name is Joseph A. Schafer, certified publix 
accountant, of Ph ladelphia, Pa 

Mr. Chairman and members of the committee, I am very happy to 
be here again to discuss this subject of taxation 


Now my first topic is with regard to the withholding system. |] 
1, 
i< 


in by which th System can he chang dl be aust 


am proposing anew | 
at the present time very much revenue Is lost he nuse ol inefhe ency, 


i) 
and that is due to the fact that the system does not include ¢ vervole 
it includes only certain ones 

Now it has been stated by the Commissioner of Internal Revenue 
that S 1 billion to SI billion 500 thousand of revenue 1s lost because it 
is not reported and never discovered by the Government 

Now, then, just going over the system, the idea is to collect the 
maximum tax from the people who owe it. In order to do that it 


9120—51 pt. t 
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would be necessary to cover also agricultural labor and domestic 
servants. I might state at this point that the social-security system 
now has started on those two classes. If we have a complete with- 
holding system we will get a lot of this tax money that we do not 
get now because it escapes and there is no way the Government can 
vet hold of it 

Now, in connection with that, if we can collect an extra $1 billion 
by an extension of the income tax withholding system, that is only 
one benefit. Another benefit is that by collecting the right amount 
of tax which my system provides we can at the same time save an 
enormous sum of money from the Government and for the people 
themselves. In other words, we could dispense with 40 million tax 
returns because those 40 million people would have their taxes with- 
held on a correct basis instead of on an incorrect basis as of the present 
time 

The way the system is now the tax returns have to be filed if there 
is not any tax due or if there is a couple of dollars due or if there is a 
couple of dollars refund to be made So that if our System can 
provide for withholding the correct amount of tax, we could dispense 
with all the tax returns and it would save the Government $15 million 
in salaries and cost of material and printing and other expenses, and 
another $50 million could be saved for the taxpayers direct. This 
applies to the small taxpayers under $5,000. 

And at the same time it would be unnecessary to refund the $30 
million in pavments to the people who have overpaid during the 
course Of a year 

Now, the plan here is, that in order to have an accurate withholding 
it would be necessary to allow the employees to obtain tax-free the 
amount of their exemption. In other words, if an examption is $600, 
that would be absorbed first by Income After that every dollar of 
earnings would be taxed at a definite rate, which is a single effective 
rate, and the tax withheld would always represent the correct amount 
of tax, never any different during the rest of the vear. 

Now, then, by doing that you would affect 90 percent of the tax- 
pavers who are in the lower groups, that is, up to $5,000 

\lso, I want to put into my system complete withholding of divi- 
dends, interest, pensions, and annuities. Withholding on these items 
would be a very simple matter as far as the corporations are con- 
cerned, and if a dollar of tax could be collected by the Government on 
those various items 

Now as far as the single effective rate is concerned, that rate in- 
cludes everything, all the factors which must be taken into con- 
sideration. In other words, the normal rate and the surtax rate, any 
reductions that might have been granted on the rates as well as the 
personal exemptions and all of the deductions. That is all absorbed 
in a single effective rate, and for any single dollar of income during 
the portion of the vear the tax is always the correct amount, never an 
incorrect amount. 

I might add in connection with some of the other matters on this 
withholding svstem, there would not be much change in that; in other 
words, the exemption certificates and the payments to the Govern- 
ment at periodic dates, reporting of the total amount of earnings, and 
the tax withheld, and other reports for the Revenue Bureau, those 
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would remain substantially the same except some changes might be 
desirable in that. 

Now that is the main idea of this withholding system. I would 
also like to say that the details could be developed in any questions, 
because it would be too long to go into all the details on that. 

However, I wish to report also on some other matters in the tax 
program, corporate income taxes, for instance. I want to show that 
by increasing the rate to 55 percent there is an awful lot of inflation 
that is involved. 

To illustrate, let me say that if corporations have to pay out $7 
billion of dividends during the course of 1 vear, then they must 
actually have to earn $15 billion 550 million because, first of all, vou 
deduct 55 percent tax, which is $8 billion 550 million, leaving a balance 
of $7 billion for the dividend requirement. 

Now what happens is this: There are two elements in this tax. 
First of all, the tax on the $7 billion of income which is equivalent to 
the dividend amounts to $3 billion 850 million. That is only the tax 
element. So that in addition to the tax element you must add an 
additional amount of $4 billion 700 million. So that the customers are 
the ones who have to pay not only the tax element, the $3 billion 850 
million, but they also have to pay that additional inflated amount 
which is $4 billion 700 million. 

A good comparison could be made with the 38 percent rate which 
was effective in 1949. The increase to 55 percent shows that the tax 
element itself would increase $1 billion 190 million, but that differen- 
tial in there increases $3 billion 70 million. In other words, the 
differential increase is $2 billion practically more than the increase in 
the tax element. 

So that if you have a tax for all corporations, say, based on this 
$7 billion fund we must have for dividends which represents income 
earned, the 38 percent tax on that would be $4 billion 290 million 
when that 38 percent rate was effective, but now with this 55 percent 
the total tax bill will be $8 billion 550 million. Therefore, there is an 
increase of almost 100 percent in money tax revenue but there is an 
increase of only 17 percent in the rate itself, which shows how the 
inflationary burden is involved in increasing the rates to a high figure. 

| say that it would be much better if the taxpayers themselves 
would make up any increase in corporation taxes instead of being 
burdened with this extra inflationary element which is in this method 
of figuring and obtaining tax 

Then if the method is changed to provide that the corporation taxes 
should be computed on a balance of income after dividends, then what 
remains after the tax is also paid, the net final surplus balance, vou 
might say, would be subject to the spotlight and probably would be 
vulnerable by the stockholders. I mean vulnerable against attack by 
the stockholders and labor and the customers and even the Govern- 
ment. 

In other words, what are you going to do with all that surplus? 
You have paid your tax, you have paid your dividends, you have so 
much left. You do not need exorbitant profits. The Government 
would be able to point that out and say, “Those are exorbitant 
profits.”” We then can attack that and say the excess-profits rate 
should be increased to a higher rate. 
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Now at the same time what you would do under this method would 
be to eliminate all the evils which have arisen because of the double 
taxation. This scheme of taxation has caused the corporations and 
others to avoid taxes, that is, by means of certain arrangements in 
financing and operation such as the lease-back from tax-exempt 

ganizations and insurance companies, and also the generous treat- 
ment that is accorded the income from unrelated businesses. Then 
again the tax-free securities which now escape taxation 


ore 


So that in some cases of lease-backs, instead of double taxation 
vou really create double exemption 

Now with respect to lease-backs like insurance companies, I state 
that the loss to the Government for 1 year can be placed at $330 
million, using the 1951 rate of 47 percent. Therefore | say as to that 
there should be full taxation without allowance of privileges of all net 
income derived from the operation of businesses or rental properties, 
whether derived from the operation of businesses or rental properties, 
whether received by tax-exempt organizations or by insurance 
companies 

Now with respect to nontaxability of the income from State and 
municipal securities, | sav that a 2-percent-interest rate in the case of 
a $200,000 taxpaver is equivalent to a dividend return of 22 percent 
based on the 1951 tax rate. That return of income on exempt bonds 
is so out of proportion that it does not constitute fair taxes. 

Now let me briefly go through excise and sales taxes. There the 
proposal is to increase some of the rates to 25 percent That does not 
take into consideration that effects and implications of such burden- 
some taxation, and the same thing applies to a general sales tax. I 
believe that sales and excise taxes are undemocratic and we should not 
have them. The reason that the lower income groups are prevented 
from possessing Certain voods or enjoving certain activities Dut the 
higher income groups .an afford to pay any amount of tax and obtain 


the goods and activities and services. 

One point that I also want to make is that a low-income taxpayer 
who has a $2,500 net income, if his excise tax payment is $250, the 
rate becomes 10 percent; but if a $100,000 taxpayer buys or pays the 
same amount of excise tax, $250, the rate becomes only one-fourth of 


| percent. Now that is not according to the principle of ability to 


av. 
Th next point is that these taxes are confiscatory in nature because 
if you combine them with the income tax you will find that they are 
impractical and that you create a system of double taxation by, first, 
applying the income tax to the earnings and then when the earnings 
are spent you apply an excise tax or sales tax. 

Let me point out that in the case of a $200,000 taxpayer subject to 
the highest proposed Income tax rate of Q5 percent, the pavment of a 
OF percent tax on coods costing $1,000 would mean that the combined 
tax rate on that $1,000 of earnings would be 122 percent, which is 
exclusive of State sales taxes which may be 2 or 3 percent more. In 
order for that taxpaver to earn $1,000 to spend for a taxable article, 
he actually had to earn an additional $1,200 to pay the taxes involved. 

Now you do have a special provision in the law which limits the tax 
liability on taxable income to 90 percent. That limitation is ignored 
in this superimposition of excise taxes, and I would recommend that 


ee 
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in fixing excise taxes consideration be given to the fact that a person 
should never pay more than 100 percent tax on his earnings, that is, 
income tax and excise tax combined should not be more than 100 per- 
eent. That is too much even then. 

Now the next point on these excise taxes refers to musical instru- 
ments and sporting goods which have been proposed at 25 percent 
now instead of 10 percent. Now that is un-American because the 
principal victims will be the youth of this country 

On the other hand, I can just point out briefly here that a $2,500 
mink coat or $5,000 diamond necklace would merit only a 20 percent 
excise tax, which certainly is discriminatory against the youth of this 
country 

Now under “General” I want to sum up and say that the threat of 
extreme taxation combined with the extreme living costs warrant 
serious thought and consideration. We should exercise sanity and 
calmness in Setting up our tax program in order to meet the enormous 
expenditures which we have at the present time, but we should never 
have to engage in any panic programs. It is of the utmost importance 
to the preservation of the American wav of life to set up a tax system 
which is sound and equitable and which will not cause a breakdown 
of our financial and economic structure. 

Therefore I have three recommendations: 

1) The Congress must accept the duty of carefully reviewing all 
appropriations in order that all extravagance and nonessentials can 
be eliminated without equivocation 
») It is not essential that the budget be balanced by means of a 
pav-as-VOu-go theory There is no obligation to bestow on future 
generations a Paradise on earth. They will appreciate our way of life 
muse h more if they have Lo reap some of the costs 

3) To keep our equilibrium and maintain our system of free 
enterprise it should be the task of the Joint Economic Committee and 
the Joint Committee of Internal Revenue Taxation to place a ceiling 
evels of income and a floor under the income 


on taxes at the various | 
a person may retain. 

That summarizes my statement in short order 

The CHarrmMan. If there are no questions, we thank you for your 
appearance and the information you have given the committee. 

Mr. Scuarer. Mr. Chairman, for the record may I leave the 
detailed program that I have on revising the withholding system in 
order to withhold the correct amount of tax and recover lots of 
revenue which is now lost? 

The CuarkMan. You want to insert that in the record in addition 
to your statement? 

Mr. Scuarer. That is right. 

The Cuarrman. How long is that? 

Mr. Scnarer. It is in two parts, the first part covers a lot of 
statistical data and the second part is a supplement to that, engaging 
in the various details which must be known in order to set up the 
system properly and cover all the profits. 

The Cuarrman. Without objection, it may be filed with the clerk. 

Mr. Scuarer. I will be willing to answer any questions on any 
problems that come up on the system. 

The formal statement follows:) 
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STATEMENT ON Tax LEGISLATION SuBMITTED BY JosePH A. SCHAFER 
THE WITHHOLDING SYSTEM 


Because enormous expenditures are demanded by unsettled world conditions 
it is Imperative that the Government obtain maximum collection of what is due 
from the taxpayers. No proper source of tax revenue should be permitted to 
escape, but at the same time taxation should be based on equity to all classes of 
citizens 

lhe present system of collection does not provide the safeguards to assure col- 
lection of all taxes imposed upon the various sources of income that are subject 
to tax Vast sums of tax evade collection, either intentionally through the 
designs of unscrupulous taxpayers, or because of oversight and error. The Com- 
missioner of Internal Revenue has stated that $1 to $1" billion of tax liabilities 
are unreported by the taxpayers and never discovered by the Revenue Bureau 

‘he system of collecting income taxes from individuals should be revised to 
make it possible to collect the maximum tax that is due on certain income items 

salaries and wages, dividends and interest, and pensions and annuities. In 
order to prevent the ¢« Scape of income tax on those items the svstem of withholding 
should be expanded to include all domestic workers and agricultural labor, ii 
addition to the factory workers and other employed persons who are now in the 
system, and it should also include the recipients of dividends, interest, pensions 
and annuities 

The « xpansion of withholding to those categories should result in collection of 
an additional S1 billion of tax revenue each vear 

Just as important as the task of full collection is the result of operating the with- 


holding syste mn such a manner that the tax withheld would be the actual tax 
due on the related income, instead of the present method of withholding the in 
correct amount of tax all during the year. Tax returns are now required from al! 
persons who had $600 income during the vear, whether they report no tax due 
or $2,000 of tax owning, or $3 tax over} aid and to be refunded All that w 
necessary work and annovance could be dispensed with bv alwavs withholding 
the correct tax 

By withhold the correct tax at least 90 percent of the taxpavers having 
taxabie net Inco! inder $5,000 could be excused from the filing of annual tax 
returns because the amounts withheld from them during the course of a Veal 
would exact equal their tax obligation That procedure would eliminate a 
least 40,000,000 tax returns as well as perhaps 30,000,000 refunds for excess 
withholdings amounting to more than $1.000.000.000 a vear 

As ar ilt the Government would save $50.000.000 ir alaries and the cost of 
materials printing transportation storage et and a further saving « 
S00,000 000 by the taxpavers for their direct costs of filing their tax returns (not 
it iding time and worry). The saving of manpower and vital materials is 
the greatest importance during these critical times 

Che plan proposed to obtain those benefits requires the withholding of tax b 
the emplovers of all emplovees, as well as by the pavers of dividends, interest 
pensior and annuities In order to withhold th correct amount of tax the 
taxpaver would be allowed to collect the full amount of his earnings up to the 
amount of his aggregate exemptions. That is, for one exemption the emplovee 
would receive tax-free income up io $600, but thereafter tax would be withheld 
on every dollar of his earnings during the remainder of the vear 


Che amount of tax to be withheld would be determined by the use of a singel 
effective rate which would automatically provide for the various factors whic} 
must be take to consideration personal exemptions, deductions for contr 
butions, interest, taxes, medical expenses, and other losses and expenses, norma 
tax and surtax rates, and also the complicated reductions in tax (if any). Appli 
cation to taxable net income of a single rate would be true simplification. 

By app!ving the single effective tax rate to the taxable portion of the income 
the withheld amounts alwavs would represent the correct tax Ninety percent 
of the small taxpavers who had received the specified types of income, separatel\ 
or combined, would have fully settled during the course of the vear for the actua 
tax due from them, so that it would be unnecessary to require those persons ti 
file tax returns 


Other matters relating to the withholding svstem would be substantiallv the 
same as required by the present system, although certain changes in forms or 
proced ire mav be desirable. This refers to emplovees’ exemption certificate s 
payment of funds to the Government, reporting to employees and others o1 
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Form W-2 of total annual salaries and income and the tax withheld, and the other 
forms that are required by the Revenue Bureau 
Other sections of the tax program under consideration also require comment. 


CORPORATION INCOMI rAXES 


It has been proposed that the tax rate on corporation net income be increased 

» 55 percent Such a ncrease is inflationary in the extreme as is shown in the 
following illustratio: 

If the dividend requirement for all corporations is assumed to aggregate $7 
000,000, 000 for l ve al thie ACTUALLY the corporat = \ d | ive oO Cal S15 


250,000 000, Trom which SS 550,000,000 meatal be subtracted for the 55 perce 
ix, leaving a balance of $7,000,000,000 for the dividends to be paid to stockhold 
rs Che single tax element, obtained by applving the 55 percent rat » the 
$7,.000,000,000 of income equivalent to the dividends. is $3.850.000.000. which 
ist be supplemented by the amount of $4,700,000,000 Since the combined 

amount must be obtained through prices, it is apparent that the customers 
the cost of the $3,850.000.000 tax element as we as the differential of S4 


4\ 
700,000,000. Consequently, it can be stated that customers’ prices and the « 


iving for 1 vear have be nilated to the extent of $4,700,.000,.000 ad 
which they must furr he tax cost 
Compared to the 38-per t corporation income-tax rate in effect for 1949, the 


S1,190,000,000 for the ta ‘ ent, but $3.070.000.000 for the differentia the 
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STATEMENT OF PAUL O. PETERS, RESEARCH CONSULTANT, 
ARLINGTON, VA. 


Mr. Perers. I am Paul O. Peters. I live in Arlington County, Va., 
and I have my office at 606 National Union Building, Washington, 
D. C. 

The CaarrMan. How much time will you need, Mr. Peters? 

Mr. Peters. About 10 minutes. 

The CHarrMan. Do you think you can keep within the 10 minutes 

Mr. Perers. I will trv to, sir. 

I want to compliment you gentlemen for your patience in staving 
here long past your lunch hour 

The CHarrMan. You may proceed 

Nir Pi TERS | aim sure you have copies of my Statement | will 
trv to summarize my statement 

| have stated that I do not appeal here representing anyone ana 
I have presented this statement to show vou gentlemen that we have 
been perhaps negligent in the past in not levving enough taxes to have 
a balanced budget in the vears when we could have had a balanced 
budget. 

For example, in this table it shows that in the vear 1939 we took 
7.13 percent of the national income for taxes. Had we taken 5.47 
percent additional national income, a total of 12.6 percent, we could 
have eliminated the deficit in 1939. 

Incidentally, in that vear 1939 the dollar had & pure hasing powel 
of 100.2 

If we had taken those taxes at that time, it would have removed a 


lot of dollars from competition in the market and the dollar migh 
have had even a bette p irchasing powell 

Now in all of these vears which I have shown except the war years 
of 1942, 1943, 1944. and 1945. 1t would not have worked too great 
hardship on the American people to have paid their way on a pay-as- 
VOou-go basis 

Getting down to 1949, a vear in which the national income wa 
reported at $216,S00,000,000, a mere increase of O.S4 percent in 
Federal revenues, computed on the basis of national income, would 
have given us a balanced budget 

Now I think that a balanced budget is important because every 
deficit dollar is doubly inflationary because it carries the burden of an 
Interest factor. 

| appreciate that the person who recommends new and additional 
taxes to save our Republic from inflation and disaster will be about 
as popular as a cockroach in a lunch basket I feel that it will be no 
Imposition on your time to suggest that taxes for the fiscal year 1952 
be geared to production and the national income 

If | may advert for a moment to the economic indicators for Janu- 
ary 1951, put out by the President’s Council of Economic Advisers 
we find that in 1951 the estimated national income will be approxi- 
mately $280,000,000,000. In 1949 personal consumption expenditures 
amounted to an average of 178.8 billion dollars. At the present time 
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for the last quarter of 1950 personal consumption expenditures are 
running at the rate of $197,000,000,000. If you are considering addi- 
tional ways of raising revenue in the form of a national sales tax, a 
2-percent tax on personal consumption expenditures will raise 
$3,940,000,000 in much needed revenue. 

Now the Secretary of the Interior just a few days ago issued his 
annual report, and he pointed out that many of our natural resources 
were rapidly being depleted, minerals and things of that kind that are 
irreplaceable. You gentlemen know that by wise conservation 
methods we can renew our forest resources and save our soil resources, 
but once these ores are taken from the ground they are irreplaceable. 
So I suggest to the committee that vou review these so-called depletion 
allowances. Let these corporations and their individuals who are 
exploiting our natural resources now pay a fair share. That is no 
more than justice to all the American people 

Then I suggest that you look into the question of public power and 
see that this power generated in these public power plants have the 
same kind of taxes that the power generated by privately financed 
publie utilities pays on electrical energy 


There is one more point. In walking down one of the streets in 
Washington a couple of weeks ago | noticed some very fancy bottles 
of liquor in a liquor-store window. I went in to find out what this 


liquor was costing because the bottles in which it was offered for sale 
were of the very finest cut and etched Bohemian glass, each of which 
would be a colleector’s item 1 was wondering whether or not they 
were selling the bottle or selling the liquor. I came to the conclusion 
after the man told me they were $16.50 a fifth, that Czechoslovakia 
was selling glassware in this country instead of selling liquor 

[ think vour committee ought to investigate how much tax evasion 
comes by that method 

Now we come to the question of tax-exempt organizations. | 
believe in this critical time that there should be no tax exemptions for 
any organization engaged in business or commercial activities as a side 
line or as a source of revenue 

| think that you gentlemen have a terrific burden on your hands and 
[ think vou should raise enough money to balance the budget so that 
this burden will not be heaped on future generations 1 do not agree 
with the last witness. I say that we do have an obligation here in 
America to preserve a paradise on earth if we can for future genera- 
tions instead of making them a nation of tax lawyers. 

Thank you, Mr. Chairman 

The CHarrMan. Does that complete your statement 

Mr. Perers. Yes. If anybody would like to question me, I shall 
be perfectly glad to answer 

The Cuarrman. If there are no questions, we thank you for your 
appearance and the information given the committee 

Mr. Perers. Thank you, Mr. Chairman. 

The formal statement follows 
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STATEMENT OF Pau O. Peters, WAsHINGTON, D. ¢ 


I 
Mr. Chairman and members of the Ways and Means Committee, in appearing 
tore this august body. | do not pose As an ¢ xpert, nor do | represent 
organization The testimony and exhibits included in this 


statement may be classified as personal. 
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In view of the fact that the Federal Treasury has operated on a deficit basis for 
i7 out ef the last 19 fiscal years, it is apparent that an increase in Federal taxes 
juring some of the vears prior to World War II would have contributed greatly 











toward a balanced budget in those years, and a substantial reduction in the 
present public debt with its heavy interest charges 
To illustrate the point | have mentioned there follows a table showing the 
reported national income, the Treasury surplus or deficit, and the added percentage 
f the national income which the Federal Government would have ne« led to 
alance the budget in ea of the years from 1931, with estimates for the fiscal 
ears 1951 and 1952 
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for recommendatio ) g technical and administrative change 
if iws I fee na i O Imposition on vour tu ( guest na LXe 
952 be geared to prod ind the national income 
fairness to ail, the Dburde! hould be as equitably dis i ed a Die ind 
| believe the Wavs and Means Committee will seek to do 
a few davs ago, the Secretary of the Interior issued h annual report for 
fiscal vear 1950 In it he pointed out that many of our national resources 
rapidly being deplet« 1 Our renewable resources of course can be saved by 
conservation measure It follows, as night follows the day hat those who 
responsible for the depletion of our natural resources, placed the ground by 
Creator, ought now to ommence paving, and paving he avilv for the despolia 
they are causing Likewise those who use the resources of our public land and 


to be taxed upon the basis of production, and I would ex- 
graze cattle upor public lands 

production of electric energy has reached a level 
hours for the week ended February 3, 1951 Phe 
m Thursday, February 15, entitled “Illusions 
Board of 


itional forests ought 
W taxes t who 
I noticed yesterday that th 
nearly 7,100,000,000 kilowatt 
ull Street Journal in an editorial « 


1 ne o those 
ne 


d 


out Cheapness”’ pointed out that the TVA and the Electric Power 
Chattanooga, Tenn., combined pay about 11.2 percent of their revenues as taxes 
is compared with a little more than 20 percent paid by privately financed public 

ities in the same field. The question of taxing the federally owned or fed- 


ally financed power companies should be thoroughly explored as an additional 


irce of Federal reven ie, 
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In 1949 approximately $3,532,475,000 was raised through excise taxes. This 
is still a fertile field for new taxes, especially on luxury items which many of us 
common American citizens cannot afford. When one sees liquors and cordials 
offered for sale right here in Washington which have been imported from Czecho- 
slovakia, and are contained in fine cutglass, etched Bohemian bottles, each of 


which is a collector’s item, I believe that we should ring the bell hard on that 


kind of a luxury with a heavy tax on the bottle at least. This probably will run 
counter to some peoples ideas of reciprocal trade, but to me it is merely a carefully 
executed plan to sell Czechoslovakian flasks in the United States. The liquors 


are merely the cover up 
Yesterday. the witness from the Treasurv’s enforcement bureau, stated there 


were 400,000 licensed liquor dealers in the country Well, if so, then their license 
fees ought to be reexamined along with the possibility of putting a further tax on 


the consumers of fermented and distilled spirits 
We come now to the tax exempt organizations. With our public debt now 
around $256 billion no organization should he tax exempt, especially on any kind 


i 


of business or commercial ents rprise. In late vears tax exemption really means 
tax dodging You gentlemen know all of these things 

I trust that vou will have the courage to raise the taxes to a level that means a 
balanced budget Let us face the situation manfullv. If we must suffer, let us 
all suffer together. There can be no justification for passing on the burdens o 
this generations for future generations to bear with interest. 


The CHarrmMan. Without objection, the committee will stand 
adjourned until 10 o’clock in the morning. 

At 12:25 p. m., the committee took a recess until Wednesday, 
February 21, 1951, at 10 a. m 


Sum 
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WEDNESDAY, FEBRUARY 21, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, D. ¢ 

The Committee met at 10 a. m., pursuant to recess, Hon. Robert L. 
Doughton (chairman), presiding. 

The (CHAIRMAN. The committee will come to order. 

The first witness on the calendar this morning is Mr. Stanley H 
Ruttenberg, Congress of Industrial Organizations, Washington, D. C 
\[r. Ruttenberg, please give your name and address and the capacity 
in which you appear to the stenographer for the benefit of the record. 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF THE 
DEPARTMENT OF EDUCATION AND RESEARCH, CONGRESS OF 
INDUSTRIAL ORGANIZATIONS, WASHINGTON, D. C. 


Mr. Rurrenserc. My name is Stanley H. Ruttenberg. I am 
director of the cde partment of education and research of the national 
CIO. Also, I am a member of the CLO Committee on Economic 
Policy, and responsible for taxation as a member of that committee. 

I am happy once again to have the opportunity to present the 
views of the Congress of Industrial Organizations on the important 
matter of taxation. We fully recognize the seriousness of the present 
national emergency We are in full accord with the proposal that 
we “pay as we og” for our mobilization program, at least us long as 
expenditures fall within the range of present expectations. Certainly 
our economy is strong enough to be able to produce the revenue 
essential to balance the proposed budget for fiscal 1952. 

Budget balancing is always easiest when we can simply cut down 
expenditures to meet expected income. Although we are highly skep- 
tical of claims that $8 or $9 billion can easily be saved by simply 
pruning our fiscal 1952 budget, we welcome and encourage careful 
scrutiny of each item. 

Certainly our defense expenditures should produce a dollar of real 
value for every dollar spent, just as we demand of our nonmilitary 
expenditures. Anti-Fair Dealers find special pleasure in attacking the 
“all other’ (nondefense) component of the budget. But it should be 
remembered that, in fiscal 1952, this category actually includes $2.5 
billion of expenditures directly or indirectly related to the mobiliza- 
tion program, and it includes other expenditures basic to the operation 
of the Government and the long-run welfare of the Nation. We will 
not be strengthening America by destroying essential programs that 
are designed to protect and develop the human and physical resources 
of this Nation. 
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TAXATION 


The main concern of this committee is the raising of sufficient 
revenue to meet budget needs. While we can hope that some reduc- 
tions may be found feasible, we will be wise to approach our tax 
problem realistically by assuming that an additional $16 or $17 billion 
of income must be raised. We must anticipate unexpected increases 
in expenditures—especially for military purposes—as far more likely 
than we can anticipate reductions of the nondefense expenditures 
already budgeted 

Raising a sum of this great magnitude ts a difficult task which 
necessitates an examination of all possible new tax sources. But it 
also requires an examination of the degree to which we can increase 
our revenues by improving the enforcement of existing tax laws and 
closing all loopholes. Surprisingly large sums ean be collected, as 
we will indicate later, by this last-named tightening process 

But in canvassing the areas in which new tax revenue can be 
derived, the easy road is not necessarily the right road, especially if 
it deviates from the basic principles of taxing according to “ability Lo 
pay’ within the concept of “equality of sacrifice.”’ 

The aim of all taxes is to raise revenue. But today there is much 
talk also of raising taxes to reduce purchasing power and thereby 
lessen inflationary pressures. 

It is argued that all Americans ought to readily accept a lower 
standard of living as a contribution to meeting the needs of this 
emergency and that, therefore, higher taxes on low-income families 
are now highly justified. 

This viewpoint—which is particularly attractive to the well-off 
emphasizes that we must tax where spending is done, and that, since 
such large aggregate sums accrue to the millions of low-mcome fami 
lies, here is where taxes should be greatly increased. Furthermore, 
taxes from wage and salary earners are easiest to eolleet—either by 
direct deductions from payrolls or by the impositions of sales ot 
excise taxes. Almost 100 percent enforcement can be assured. 

The injustice of this tax theory should be apparent to all. For 
millions of families there is no “loose’’ money floatmg around which 
is bidding up the demand for goods in short supply. For millions of 
American families there is hardly enough income to support minimum 
standards of decent family life. To increase further the taxes upon 
these individuals simply will deprive them of the ability to buy goods 
that are essential to a healthy and decent existence. 

On the other hand, tax rates on middle- and high-income individuals 
can be substantially increased and existing loopholes closed without 
curtailing their ability to buy the necessities of daily life. Even after 
substantially higher taxes their incomes and savings wil! remain 
adequate to assure them the ability to buy a substantial quantity of 
coods and services 

As proof of this fact, I should like to refer this committee to some 
basic findings derived from the Federal Reserve Board’s Survey of 
Consumer Finances and from the National Income Statistics of the 
United States Department of Commerce. All figures refer to 1948 
our boom postwar vear. 

They indicate (see table | attached) that the top 10 percent of our 


families by income—with earnings above $6,000 a vear—bought 25 
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percent of the total amount of consume! eoods purchased in 1948, 
This top 10 percent represents only slightly over 5 million American 
families. On the other hand, as can be seen from table I, the bottom 
50 percent of our families--who earned less than $2,840 in 1948 
accounted for only 28 percent of total expenditures. This group 
represents 25!) million families. 

In other words, the upper 10 percent of our families spent approx- 
imately as much as the lower 50 percent—41. e., almost the same amount 
was spent by the upper 10 percent as was spent by five times as many 
families in the lower 50 percent 

Certainly, the incomes falling within the bracket of the top tenth 
could be taxed a sufficient amount to reduce their expenditures to the 
level of the second tenth without reducing their families to anywhere 


near poverty levels. This would produce $18.5 billion—more than 
the increased revenue we now need We do not Ssugvest that such it 
drastic step be taken. But we do suggest that here is a large area 
for taxing, if “ability to pay” and “equality of sacrifice’ are so bi 


viven real meanings, before we seriously consider reducing still 
further the standards of the low-income families of America 

There are those, of co irse, who argue that higher taxes upon this 
ipper 10 percent of our people would reduce incentive, initiative, and 
so forth But let us not forget that incentives are essential to all 
individuals, not only those in the higher income brackets 


PROFITS 


Another major area that must be carefully examined by this com- 
mittee as it considers wavs to raise S16 billion in additional revenue, 
s the corporate sectol of our economy 

The profits of major corporations in the United States are at an 
all-time high, and they continue to rise. Table II indicates that 1950 
corporate profits, before taxes, increased substantially quarter by 


quarter. In the first quarter, they were running at an annual rate of 
over $29 billion. They increased to $37 billion in the second quarter, 
skvrocketed to $46 billion in the third quarter, and went up further 


to $48 billion in the fourth quarter. The fourth quarter profit rate of 
$48 billion annually was 65 percent greater than the average profit 
earned by all corporations for the 4 years immediately succeeding the 
end of World War I] 

Corporate profits, after taxes, in the fourth quarter of 1950 were 
running at a record annual rate in excess of $26.5 billion—even after 
the excess-profits taxes enacted by Congress in the last session This 
is more than 50 percent greater than the $17.6 billion rate, after taxes, 
in the 4-year period, 1946-49 Even though the last Congress enacted 
an excess-profits tax and increased income and corporate tax rates, 
there is still a large source of revenue to be derived from the corporate 
profits sector of our e onomy. 

All indications seem to be that corporate profits during 1951 will 
be very close to the rate of profits during the fourth quarter of 1950 
While all forecasting is hazardous, it is my feeling, after careful 
consideration, that 1951 corporate profits before taxes will approx- 
mate $47 billion. Certainly our corporations can shoulder a much 
larger tax load as their contribution to our national needs. 
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EXCISES 


Let us also keep another basic factor in mind as we consider sources 
of raising revenue during the coming vear. Certain types of taxation, 
such as excise and sales taxes, hit low and middle income individuals 
harder than they hit high income individuals. In other words, con- 
sumption taxes are borne in inverse proportion to income—the higher 
the income, the lesser the burden; the lower the income, the greater 
the burden. This is clearly shown in table ITT. 

This table shows that taxation upon public consumption at the 
Federal level takes 2.4 percent or more of the income of those indi- 
viduals earning less than $5,000 while it takes 2 percent or less of the 
income earned by individuals making over $5,000, the two extremes 
being individuals earning under $500 (who have 3 percent of their 
income going into Federal consumption of taxes) and those with 
incomes of $20,000 and over (who have only eight-tenths of 1 percent 
yf their income going into Federal consumption of taxes). 

Tables IV and V illustrate this same principle for excise taxes on 
rasoline and cigarettes Table lV shows the total expenditure for 
gasoline for six cities in the United States during 1947 and 1948. This 
table shows also the percentage which these expenditures are of the 
total ol the average income tol! the Income class, lt can be seen from 
this table that the percentage of income spent for gasoline is much 
higher for the lower and middle income individuals than it is for the 
hy cher Income individuals 

Table V shows the estimated tax paid on gasoline and cigarettes 
and the percentage which this expenditure for taxes is to the total 
average income for the income class, again illustrating the point that 
consumption taxes are borne in inverse proportion to income 


Specifically, the excise taxes on automobiles, refrigerators, radios, 
and electrical appliances, suggested by Secretary Snyder in his 
testimony, are discriminatory. We in CIO strongly oppose increasing 
excise taxes hot only on commodities like cigarettes and alcoholic 
bev raves but also upon these categories of consume! durable voods. 
The enactment of increases of excise taxes on consumer goods inprac- 
tice will establish privileged classes in our society—privileged because 
these taxes increase the abilitv of the wealthy few to buy. Those 


who cannot afford the increased excises will be unable to buy. There- 
fore, scarce consumer durable goods items will be, in effect, rationed 
to the privileged class with enough income to pay the price plus the 
excise tax 

Excise taxes should not be used to curtail the use of scarce mate- 
rials To LN pose higher excise taxes is to ration commodities according 
to the ability LO buy and not according Lo need. It is wholly and 
highly inequitous to force low income individuals out of the market 


to make room or high income families to buy the reduced supply of 
roods. 


SPECIFIC PROPOSALS 


We believe that $16 billion in new Federal revenue can and should 
be raised now, but it must be done equitably on the basis of the 
principles of “ability to pay’ and “equality of sacrifice.”’ 

We believe that this objective can be achieved by closing tax loop- 
holes and by equitable increases in existing individual and corporate 


tax rates 
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By closing existing loopholes alone, we can raise from $4.5 to $5 
billion in additional revenue. These loopholes would cover such well- 
known practices as (1) the split income provision, (2) estate and gift 


taxes, (3) capital gains, (4) interest from tax-exempt securities, (5 
dividend and interest withholding. 6 depletion allowances. (7) sto« kk 
options, and (8) taxes upon life insurance companies 

The community property and split income tax loopholes, if closed, 
would provide at least $2.5 billion: the estate and fit tax loophole, 
if closed, would provide another billion. By closing the six other loop- 
holes mentioned above. another 81-81! billion would be secured 
the | nited States Treasury 


New taxes upon corporations should raise from 8 to 9 billion dollars 


ior 


rather than the $3 billion suggested by Secretary Snvder in his 
testimony before this committee. This amount can be raised by 
tightening excess profits tax rules and by increasing the corporat 
normal and surtax rates 

Individual income taxes can be raised 3.5 to 4 billion dollars by 
increasing an average ot 4 percentage pomts on the progression seal 

Thus, through the closing of loopholes, Increasing corporate taxes 
and increasing individual income taxes by equitable means, we can 
raise from $16 billion to $18 billion in new revenue, without the need 
for increasing excises, adopting a more extensive type of excise. or for 
reducing personal individual income tax exemptions. 

| would like briefly to refer to each of the types of taxes which | 
have mentioned above and outline specific proposals in connection 
with these. 

SING THE LOOPHOLES 
Splitting incon In the Revenue Act of 1948 the communit 

property principle of splitting income between husband and wife is 
extended As a result of the enactment of this handsome tax loop- 
hole for the well-off, the Federal Treasury is currently losing $2 
billion In revenue pe I en 


The maintenance of this provision on the statute books is grossly 


nia | is an out ht aiscrimimmation acaimst ndividuals with 
neome of less than $5,000 as well as a discrimination against single 
persons 

Secretary Snvder has proposed that the individual income tax rates 
hy nereased by foul percentawe pomts to establish our progress mn 


ale one point above its peak in the vear 1944 However. in spite 
of the bracket rates b ng higher than at the peak of World Wat II, 
taxes paid are less in the brackets below $5.000 because of the S100 
ncrease in personal income tax exe mptions, and they are substantially 
ess in the hirher brackets beea ise of the enactment of the split income 
ix loophole 

lable No. 6 shows the effect of the existence of the split iIncome-tan 


tT) ‘ 


ovision upon the amount of taxes pa d by individuals at various 
ome levels. It shows, for example, that a married couple with two 

ependents, with a $3,000 income, would pay S144 in income taxes, 
$131 less than the wartime peak Individuals with a $10,000 net 

neome be lore exemptior swill pay S349 less: an individual with 850.000 
hneome will pay $6,077 less: and an individual with a net income 

Of $500,000 will be paving $20.625 less than he paid at the peak of 


} war in 1944 
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If we are talking about equality of sacrifice, we cannot enact addi 
tional taxes upon low-income individuals, as long as this grossly unfair 
and inequitous split-income loophole continues on the statute books. 
The community property principle is rank discrimination against 
single individuals and grossly unfair to low-income married indi- 


ViIduais 

We should understand just how this community property principle 
operates \ married person with two dependents must have an in 
come of $4,900 before he receives $1 of tax benefit from this provision 
\ccording to table No. 12, contained in Secretarv Snyder's testimon 
of Februa ), approximately 34 million—or over SO percent—of our 
taxpavers earn too little income to benefit from the split income-tax 
loophole On the other hand, a littl over 7 million taxpayers, con- 
Stituting less than 20 percent ol he total, receive the ent re benefit 
from the existence of this inequitous provision. It is hard to speak 
ot eq ialitv of sacrifice to low-income families. when a S82 billion hand- 
out is enyoved bv the well-off 

One does not really begin to receive significant benefits from the 
existence of this provision until his income is in excess of $10,000. — In 


this category, we have only 1 , M1 lion Luxpavers, Ol } percent of the 

I cannot see how an equitable tax structure can be developed until 
this prov m is eliminated Che community, property pring iple can 
be eluminated first bv stratcht outright repeal of the provision in the 
Revenue Act of 1948 with the requirement of mandatory joint returns 


without splitting of Income, or the same result coul e accomplished 
bw « ablishing special tax rates for married couples In either case 
the split ome-tax provision should be repealed; and, if it 1s 1t would 
produ least S2.5 billion in revenus 

2) Estate and gift taxes Almost $1 billion can be raised in this 
{i vy an all-out approach to the multitude of oopholes that exist 
ll I state and gut tax structure 

| } tou major loopholes afl cting estate and gilt taxes which 
nr osed ‘To close them, we must 


| teoTrate the estate and {’ it tax structure 


4h) Repeal the splitting of property for estat and gift tax 
which was validated by the Re \ct of 1948 
i ite the life estat problem 
hed iptions 
fo vu brief discussion of each of these major points 
[rite estate and get x: The present system is a d 
witl parate exemptions and lower rates for gifts. As 
result, considerable juggling is possible to reduce the tax on trans 
ferru wealtl This is particularly true with respect to gifts made 
in contemplation of death. The necessity to prove that a gift mad 
hortly before death was or was not in contemplation of death involv: 
time consu i litigation. with the Government often, unable to 
prove that tl cift was made in contemplation of death Only 
about 20 percent of the cases has the Government been success! 
im provin ts cha TES Substitution of a single set of rates ane 
exemptions. and integration of the taxes so that taxwise the time of 
the tral lel would not affect the Lax would not only hnerense reventle 


but would close loopholes in the tax 
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purchase another house, assuming, of course, that both houses are : “ 
occupied by the owner n 
Capital vains are a common source of income to the wealthy. For 
example, less than one-half of 1 percent of the income in the lowest m 
net income class comes through capital gains, while in the $500,000 D 
class one-third of income is derived from capital gains 
The amount of the income derivéd from long-term capital gains lic 
under present laws is subject to only a 25-pereent tax while thi th 
suggested rate for individuals in the $500,000 bracket is 91 percent 
for all income in excess of $200,006 on 
The 25-percent rate would be only one percentage point higher than ha 
the rate recommended for the lowest bracket Increasing the rat th 
for capital gains to 50 percent would set the rate equal to that applica 
ble to surtax net income of $14,000 to $16,000. This ts still a modest pa 
proposal tio 
There is one additional loophole in the capital gains structure whiel In 
hould be closed That has to do with aeceretions in the value of ma 
securities held until death No capital rains tax is now levied o1 tie) 
SeCCUPriLLes whe the owner ad Ss and hen basis to the heir is ther tha 
appreciated security value for estate tax purposes This situation the 
encourages holding securities until death to avoid income tax lt dri 
could be corrected by considering transfers at death as a realization not 
lf this were done, a capital vynins tax Wo tld be pavable in the vear ol I 
the death by the decedent’s estate ; enj 
The enactment ol these recommendations in capital rains would phr 
hb Ing mto thre Federal Treasur\ at least one half billion dollars 
1) Tax exempt interest from State and local securities: There is 
todav over $20.000.000,000 of State and local securities in the hands 
of individuals, income from which is wholly exempt from taxes. It is 000 
these securities which should be taxed, 1 the tax exempt interest ques 
tion 1s to be eliminate al. There Is, naturally Opposition by State and 
local communities to this proposal, so a compromise measure to ta S100 
only future issues of State and local securities has been presented OOO ¢ 
Howeve! it would be 1975 before 90 percent ol the current outstand 
ing State and local securities would expire. Thus little would b 
accomplished in the immediate future by a proposal to tax only futur 
issues OT Stat and loeal securities { 
Needless to sav. those with vested interests in these exemptior ; 
defend its continuance on the ground that they paid for this benet 
when thev bought the securities It is clear, however, that they d 
not pav tor be nefits at the present rate 
The States and localities claim that elimination of the exemptio ry 
would raise interest costs. However, a subsidy by income-tax pave 
to the States and localities is clearly mequitable. Certamly it canno 
by ated tha States and localit es could not finance then operatlol 
without this benefit 
If this pro’ on to tax interest trom State and local Securities we 
ema ‘ i st one-quarter of a billion dollars in Federal revetr l it 
could ) | | W, 
y 1) videnads and interest withhold rit The facts here are tau mn 
well known The ¢ ongress debated this question last veal lt sede 
currently estimated that approximately $1,000,000,000 of divider 


pavine nts go unre ported ea hi veal If it is fair to withhold taxes {rol 


Pais sae, 
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wage earners, It is equally fair to withhold taxes on dividends and 
nterest paid by corporations 

The enactment of a provision withholding a tax against the pay 
ments ol dividends ana interest would be directed at proving com 
pliance with reporting ot income 


If this provision w 


| f enacted approximately one-quarter Of a D 
on dollars in revenue would come to the Treasury which is now lost 


through tax eVasion 


() ey ple tion allowances At the present time oil fas, and mine ral 
companies are permitted excessive exemptions tor ae plet on Crve 
ha I billion dollars aw veal LaXxes could he collected mie rely bv taxis 
these companies and corporations at the same rate as everyone else 

The United States Treasury has shown that in | 47 the ol com 
panies that are worth over a $100,000,000 claimed percentage depli 

on of more than > times actual ae yletion on an original Cost Dasis 
plain languag that $s pract cally equivalent to allow ne a DUSINESSs 

n to recover the cost of his plant 13 times through tax-free ‘“‘depl 

ol or depreciation ¢ tucLIONs As long as we are rong to play 
that game, | suppose it is only fair to allow taxicab drivers to deduet 
the cost of their cab 13 mes tor income-tax purposes The cab 
ad vers certainly need it and probably aeserve it JUST as much as 


not more than the oil compan Cs 
Referring to the lush, tax-free profits which a few companies are 
ow } , $ ’ f glanlat allawancea S&S { I] hear Hur 
oving in the hame of depletion allowance enatol ibert im 
phrevy recently pointed oO 
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Many corporations give their top executives the right to buy stocks 
in the corporation at a price below the open market quotation. 

In the past, this difference between the market price of the stock at 
$100 and an option to buy at $50 was taxed at the normal individual 
Income-tax rates 

However, the present law, as amended in the Revenue Act of 1950. 
permits this profit to be taxed at the so-called capital-gains tax rate 


ot 2o percent 
‘or example, if a corporation wants to give one of its $30,000 a vear 
xecutives a $20,000 cash bonus, such a cash bonus would be subjes { 
to the normal individual income-tax rates. That tax would amount 
0 512,000 lf the corporation wants to take advantags of the sto 
option (| ew tax bill and to the executive the equivalen 
Lhe yA Lr cash bonus in a stock option, the executive would Si 
no pan 
\\ por aril rs ao not benefit at ill from this yption ela 
In order to benefit one’s income before exemptions must be in exees 
“) ~ | » | Ti 
Phe 1 ) of this provision. \ ruld icrease Federal revenue D) \ 
th juarter of a billion dollars 
S) Life insurance compani The Revenue Act of 1950 imposed 
x on life-insurance companies for the vears 1949 an O 
his was just a stop-gap provision, as Secretary Snyd 
Indicated in his testumony to this committee a few davs aco 
_ OUS ¢ nsideration should be riven to the enactment of provisions 
hich would keep life-insurance companies from enjoying unjustifi ty) 
Decal entment This IS an eXLre mely nvolved and complicate: 
»blem, but, if properly tackled it could produce additional revem 
led by the Government 
tach and every one of these tax loopholes represents a concessir 
her to big business o1 to wealthy individuals The failure to clo 
these loopholes W 1] lose tor the Fede ral Government hye tween 44 ar 
> billion dollars of revenue But revenue not thus collected must | ' 
collected elsewhere 


uel 


lt appears that because the common folk have l ss political inl 
than co porations and wealthy people, they are to be forced to pay 
proportion of the tax bill than they can reasonably afford 


The continuation of tax loopholes makes the wealthy still ric] ry] 
at the expense of the mass of Americans. This is iniquitous a nd 
o| Dl Coneress will be remiss In its responsibilities to the ma (ors 

of its constituents if it fails to close thes« loopholes even if the well- ry 
ob ject tn 
There will be no equality of sacrifice if these loopholes are continu vfi 
on the statute books at the same time as the Congress imposes high It 
taxes upon the low- and middle-income individuals he | 
n 

CORPORATION TAXES \W 

The excess-profits tax should be strengthened. I have alrea rem 
made reference to table No. 2 which points up the high levels nd « 
corporate profits. You will note on this table that corporations in t 8 to Q 
fourth quarter of 1950 had profits after taxes at the annual rate rpo 


» 


26.7 billion dollars, or more than 25 percent greater than the previ 


peak of 1948 
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ld be taxed at an 85 percent rate at least 


na to achieve this purpose the excess profits tax legislation passt d bv 
the last Congress should be amended immediately. 
The exemptions pern itted to corporations are too high Instead 


taking the best three of four vears from 1946 to 1949, as the allow 
ie ix base now | missible under the law corporations should be 
ured to take the erage profits for the entire 4 vears from 1946 
1949 as the x bas 
\[anv loophol meessions granted in the excess-profits x 
nuld be tightenes We must remember that an excess protits tax 
nflationary | loped this point at considerable length in 
my las re this committee o1 ( nber 17, 1950 
nted ou t hy n ess-prohi x rate of 85 q 
ti-infls se corporations kno ng that th id 
» onl > nts o1 v doll of eased les we bye 
| to in 
Howey his toas oht increase in the « 0 
hich is p vv Secretary Snvder, from 47 to 55] 

\ oht inere hat corpo! ms would t5 cents o 
very lollan Whi 1 corporation sts this wssibility ol 
ning 45 cents nst retainu 15 cel . v dollar 
ously is more inelir » push p ip une the st condition 
n under the latt 

A st aight increas rporat lorina na X T¢ ~ . byl 
he same tin that ss-profits rate 1s ( St TI t 
ot tax 1s particul \ l l in ant nfla onary devi Pal ft 
not be weakens favor of the first twpe Both should bi 
whtened and combi Ol CASt ax revenue ato] \ 
scale profiteering sult of the mobilization pi I 
companies ane I on have nereased the prohnts con 
bly ove ti ba 1) « there no son whv these increased 
ts should be taxes ly the normal and tax te They 
mild be taxed t an -profits tax rate nh exXcess-protits aX 
ed upon a cons bly lower exemption than that provided in 
ke Profits Tax A f 1950 
VM pt the recommendation of Secretary Snyder hich is to 
s¢ the normal and surtax corporate rate, is to say tl ny 
oration, regardless of whethe they increased the profits ove 
bove the base period, should be subject te paying higher taxes 

Or still another wav to T at il would be to say that corporations 
ng large increases in profits over the base period should be taxed 

no greater rate than thos corporations showing no mcrease 1n 
ts over the base period 

lt is for these reasons that we think one must simultaneously close 
loopholes in the excess-profits tax at the same time that we increase 
normal and surtax corporate rates. 

We think considerably more revenue than that suggested by 


tary Snvder should 

cess-profits tax Is strengt! 
I rates increa 
9 billion dollars can be 
rate profit levels in 19 


corporate 


e raised now from corporations. If the 
ened, and loopholes tightened, and surtax 

‘ we feel that at least 
raised from this source We believe that 


5] will be in excess of the $45 000 OOO OOO 


sed is suggested, 
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estimated by Secretary Snyder in his testimony—probably in the 
neighborhood of $47.000.000,000 

In the face of this level of corporate profits, we believe that at 
least 8 to 9 billion dollars more in corporate taxes can be raised and 
still leave corporations with 17 to 18 billion dollars after taxes, which 


is still a substantial profit 
INDIVIDUAL INCOME TAX 


We believe that taxes upon individuals can be increased by 3% to 
+ billion dollars through increasing the progression of income tax 
brackets by an average of four percentage points. Secretary Snyder 
has suggested that the rates on individual income taxes be increased 
by four percentage points on each bracket We believe that this ts 
unfair and inequitous 

We believe that individuals with incomes of less than $4,000 should 
not have their tax increased above present levels, that individuals 
with incomes between $4,000 and $5,000 should not have their tax 
increased as much as individuals with higher incomes. 

We therefore suggest that the first individual income-tax bracket 
be split in half, and that the present rate of 20 percent for the whole 
bracket be retained for the first half of the bracket ,or the first thousand 
of taxable income, and that the rate for the second thousand dollars 
of the first tax bracket be increased to not in eXCess of 22 percent; 
and that the t-percentage-point increase should then be applied to 
the next two or three tax brackets with the steepness of the progression 
S4 


mcreasing above this point so as to produce a total of $3 to 
billion in revenue from individual income taxes 

The proposal which I have made to exempt the first thousand 
dollars of taxable income from increases and to apply only a 2- 
percentage-point increase to the second thousand dollars would result 
in a loss of approximately $1 billion of potential revenue. This can 
be made up by increasing the progression at the higher brackets 
Rates in the surtax net income brackets above $8,000 to $10,000 
can be raised more than four points in order to make up for this 
estimated loss 

Individuals who pay taxes in brackets above the first income-tax 
bracket should be required to pay the 24-percent rate for the entir 
first bracket In other words, only those individuals whose total 
taxable income falls into the first income tax bracket would be 
privileged to benefit from the 20- and 22-percent rates I have sug 
gested. This would reduce considerably the loss in revenue resulting 
from not increasing the first bracket tax for evervbody 

| think this is a fair and equitable proposal and it is really basically) 
and fundamentally consistent with the principle of equality of sacrifice 

We believe, as I have stated before, that our Federal revenue must 
be raised by at least the $16 billion needed to balance the budget for 
fiscal vear 1952. This revenue must be raised according to the basi 
principles of ability to pay and equality of sacrifice. It is the judgmen 
of the Congress of Industrial Organizations that the program for ne\ 
tax revenues outlined above meets these basic requirements. 

The tables referred to follow 
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TABLE IV.— Total expenditures for gasoline for 6 cities in United States, 1947-48 
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The CuatrmMan. Mr. Mills 
Mr. Mitts. Mr. Ruttenberg, on page 13 of your statement | 
vant to call your attention to what appears to be an incorrect inter- 
pretation of the provision of the Revenue Act of 1950 pertaumng to 
stock options | would suggest that you reanalyze that provisiol 
because the statement ou make here is not in keeping with my 
inderstanding ot the provision 
As vou know, it was a provision enacted by the Finance Committe: 
tine other bod\ and agreed to by the Hlouse contierees in conterence 
Llowever, there is a limit of not 50 percent but 85 percent 
Mir. RuTTENBERG do not suggest the 50-percent limit 
Mr. Minus. I know, but vou say “‘the market price of the sto 
$100 and an option to buy at $50,” which would connote 5| 
rcent of the market price 
Mr. Rurrenrera. | see what vou mean. My example should 
id SS5 instead of $50 | 
Vii \IILLs | doubt that the example would be appropriate inde! 
provision | am talking about 
Mir. Rurrenperc. But the second example of a corporation execu- 
ve earning $30,000 a vear being given a $20,000 cash bonus and 
amount of tax saved 1s accurate 
Mir. Miuus. I think you are right, if the $20,000 is an increase 
the option is issued 
\ir. Rurrenspera. This other should read $85 instead of $50. 
Mr. Miuus. If it is below 85 percent of the market price, all of the 
me derived is normal income. That is the point I was trying 
o make earlier. 
\ir. Rutrrenperec. That between 85 percent and the 100 is subjes t 
the capital-gains rate 
\ir. Minus. No, that is normal income taxable when they sel] the 
tock. That is my recollection of it. 
The CHarRMAN. Mr. Mason. 
\ir. Mason. Mr. Ruttenberg, the tax picture that you have given 
s this morning, and it is quite thorough and complete, is about 
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what the Nation could expect if we had a full labor government. 
Would vou not say that? 

\ir. Rurrensperc. No; if we had a full labor government we might 
expect something more. No, I think this is a tax proposal which 


meets the equitv of business. areiculture. and labor and all major 


nents of American lift 
\MIr. Mason. Let us look at the equity part. You say that the 


co } ft anv kind, eXcis Ol er S2ies bear heavir 
Ol \ ! roup, ana hat { ‘ 
vir. R : Gc. On that I tl sno questio 
\iy \] ) ( ( I el 1 th il rut the (i ted ll- 
co oO pres { i OW permits t| ! hn earning 
Sv ho ha tw hil ! 1 Wile | »> DA nv tax, 
{ t g I lly es up to th OD ecket of 90- 
D tan If vou put tl ngle of a ral sales tax 
wl | st on tl fellow the botton ongside of the 
con i ' | raare he < , those at 
t! ! ul { ! Ie r one Dy 
{ ruil Vo 1) ! Vo hie i\ fairly 
\ { hicl mt tandpou ( rot be 
( ‘ WI ( me of them by sel{ and 
~ 0 ec ho i ran compl picture of the 
tax structure 
Nh Ri NI G | LOINK \Ir. Mason your argument 1s per- 
feetly ound except tor on rnclor In order for yvour argument to 
i ) | licht of dav it seems to me it would have to assume 
that tl nco ot a S2.400 tan y permits savings or permits pur- 
chase oO} nnecessary commodities, permits th ise OL income Io! 
tt ba necessities Of | 
\I \I No, it does not as ih ha ar l he has Oo spend 
‘ | has for the basic n es of life for | family 
\1 RR If he has to spend eve penny which he earn 
to ~ es of lift how necan vou sav that it Is equl- 
tabi to forces pon him an addition ! ix of 2 Lo 5 percent, what- 
ever tl S21 tax would be, or an excise tax of anv category vou want 
at ( that is equit ble if it makes him redistribute the 
wav in wl hl spends his money? If he has available so much for 
food and so much for clothing and so much for rent, and he has no 
suvings, he has no excess income, it is all being spent for the imme 
ciate eCess! the moment vou Impose an excise tax here, a sale 


tax there oral chet individual income tax upon this $2,.400-a-veal 


man, vou are foreing him to redistribute the way in which he spends 
his money 0 reduce his standard ot living: but at the high-income 
level, at h levels of $5,000, $6,000, and above, the individual can 


reach mto } Ss pockKkel and pull Olt Son eXCess money and pay th 


| y" ] } . - rt} ‘ 
excise tax with no effect upon his standard of living That is wha 


\lr \I SON No hut the t llow up above who does not lowe! hi 


Standara ol bV Daving an excist tax certainly lowers his standard 
of living by paving this graduated income tax which runs to 90 percent 
The prool mv dear sir, to me is simply this: That whenever vou tax 
awav the investment capital and the Government takes it all ana 


redistributes it. as it is doing in Russia and as it is trving to do u 





hi 


ou 
} 

’ 
y j 
rid 
CO 


England, and gett 


standard otf living to 


\ir. Rurrensera. I w 
hat we ought not to 

I iX ral Ii Ol 
ixes In excess of S200 
Mr. Mason. Th 

Mr. Rurrenserc. W 


S80.000, S40 000. SSO Ob 
side DL\ less thar “) 1H 
confiscating all b 
Secretary Snvdei 

s. You will 

S10 000. SLTS.000. Sve ) 
percent 


Mason. I know ¢ 


avs the 90 percent ut 
hat is exactly what hapy 
sales tax; 1t Is graduated 
scale, and one put alongs 


Mr. Rurrensere. I « 
low-income individual at 
that he has to reduce the 


Anno’ see how | 
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ttv close to it, then you have lowered the 
body 
ould like Oo point out Nii \I 1SOl | ( ! ‘ 
out a 90 percent it 
ou knovy ind as we a no 
() « neome 
ally alking abou ul ate y ol 
» and SLOO.000. where the tes are . 
We are not taxin away Ve r oO 
f of the income lf ou ea look 
shows the effective I es D\ ncol 
I effective rates in the middt ) ( ~ 
tL S90 000 s considerably aS Han Vu 
hat It is only the fellow at the t p who 
you are graduating on a sliding scale and 
wns tO vour consumer taxes or your general 


on a sliding scale. only it is an upside-down 
de the other makes a balanced tax program. 
is equitable t< 

the examp! you r 


he spends {ol food Ta) thrat 


» SU 


vrest 


LO a2 
the 


amount 


$2 level. 


mone \ 


100) 
ot 


e aised 


he can have enough excise taxes to buv a pack of cigarettes or buy a 
vallon of casoline to go work: how that is equitable when at thi 
highe r levels of incom order to buy that pack of cigarettes at the 
higher excise tax or gallon of gasoline, all he has to do is dig into a 
littl bit of savings to do 

Mr. Mason. I do not suppose vour slant on this and my slant on 
taxes will ever come together, but I do think that we have to consider 
more than just one ane pat [ also think we should consider that 
under our tax system, which permitted Ford and those others to get 


way up there, it has brou 


the world; and we cannot 

have not had that tax s\ 

ours Certainly as far as 
e tax system of this N 
Mr. Rurrensperc. M 

not only the tax struct 

co trv that it is | 

nk We Oo cht not to 


trov the kind of Ame: 
\ir. Mason. Sir. w 


solutely umpossible for 
did and ret to thy 
m in the world whe 
Lu! ana see thre 
(I 0 ld not by aot 
Mir. Rurrensi | 
l think it can 
CVISION WMausti 
moved mito a me 
Lmanutactu 


! 


oht about the highest standard of livine in 


ret away from that fact, and where the 
stem thev are on various levels wav be low 
l am concerned I am not willing to wre: 
ht | just pommel out, Nii \Iason that it 


which has made this 


COURT 


think vou meant to imply that | 


tL say that iit we do this LO iX¢ we will 
( all want 
0 present tax rates we have mad 
ko i to sta it the bottom is Hen 
Dp produ he che est tra ortati 
h order, VOrive Ci if i\ Oy, 
That was a great benefit to | 
\ haer our present x ites 
oO sa that [ challer th S ait 
? j r 3 bys ne aone Take PT O0O i 
Loo at the television manufac s who 
and have built a product \t least 
vision sets are not the big corporation 
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that had the ability to do it. They are individuals who built up 
efrom the bottom. 

The Cuarrman. Mr. Forand. 

Mr. Foranp. Mr. Ruttenberg, I wish to compliment you on a 
very, very good statement, but | want to particularly commend you 
for your statement in the third paragraph on page 10 under the 
caption “capital gains’’ where you say vou propose only one exception, 
that profits received from the sale of a house should be exempt from 
taxation when they are used to purchase another house, assuming, of 
course, that both houses are occupied by the owner. By that state- 
ment you are endorsing a bill that I have introduced, which is pending 
in this Congress. With the development of the defense program 
going on at this time, and with the talk of moving people out of 
Washington to other localities, | believe it is a very, very appropriate 
matter for this committee to consider, and 1 want to thank you for 
mentioning it 

Mr. Rurrenserc. Thank you, Mr. Forand 

The CaarrMan. Mr. Simpson 

Mir. Simpson. Mr. Ruttenberg, vour statement is very clear. As 
usual, | do not agree with all of it, but it is easy to follow and is clear. 

There is one point I should like to take up at this time. Do you 
favor the Secretary’s recommendation to increase the tax from 47 
percent to 55 pereent or do you suggest a higher rate than 55 percent? 

Mir. Rurrenserc. We would favor the rate increase from 47 per- 
cent to 55 percent at the same time that some of the exemptions are 
reduced in the excess proiits. 


\Ir. Simpson. Do vou favor the 55 percent because vou believe it 


) 


sas high as th corporations can par 

Mir. Rurrensere. Frankly, | would savy that for many of the small 
companies 55 percent begins to be a prety heavy tax rate for them 
mart larly fo) those companies and there are vomg to be many of 
then who in 1951, 1952, and 1953 will be earnme projits not greate! 
ind mavbe even less, than during the base period of 1946-49 Those 
companies for every dollar of profit, even though it may be less tha 
the base period, are rong to have to pay this increased tax That Is 


what I consider to be unfair about a straight corporate tax increase as 


itrasted to an exe ss-protits-tax increase 
\Ir. SIMPSON (re vou recommendneg the 55 percent on its owl 


do vou favor the 55 percent with the change in exce ss-prolits 


g 
promts-tax rate, and I think I tried to make it clear here. I did not 
want to repeat lm this testimony what | had said about excess-profits 
taxes before, but I think in any proposal we must give adequate ex 
emption to small business 

\[r. Stwpson. Suppose for the moment that nothing is done wit! 
the excess-profits tax, do you then believe that the corporate econom 


Mir. Ru NBER It should be t ed in with the change in the excess 


can stand a 55-percent-tax level? 

Nir. Ri rTENBERG, An over-all 55 percent rate can be stood | 
corporations. I would not go along with Secretary Snyder’s spect 
proposal that the rate for the first bracket, up to $25,000, should rv 
main at the existing rate and not go up as he suggested the 8 percent 


age pots 





-e 
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Mr. Simpson. You would make the change and adhere to the 55- 
percent rate? 

Mr. Rurrenserc. Yes 

\ir. SIMPSON As | inderstand, Mr Snyder said the corporations 

ive somewhere around $17 billion after taxes What is vour idea as 
to what part of that $17 billion industry or corporations would need 
Or do you anticipate that all that $17 


for expansion and jinanemng? 


hy llion would YO wus aivice nds? 
Mr. RurrensercG. No; our normal practice of distribution of divi 


dends durmeg the late forties was about 33 to 35 percent of profits alter 
In 1950 that rure went up to about 50 percent Certainly 
stribution of dividends o ivht to be higher than it was in the late 
es in orde! to encourage investment, encourage stock equ ties | 

o not think anvwhere near the total sum of $17 billion is needed for 


nvestment purpo 
We also have to remember, as I am certain you do, that we hav: i 
ar amortization provision for new plant expansion. That is paid 
by the taxpavers 

Mir. Siwpson. Do vou suggest that perhaps 
all right for reinvestment purposes or do vou think it might be 


1) percent of it wo ild 





higher than that or lowe l am talking of the $17 billion 
Mr. Rurrenrerc. | think we must keep in mind not only do 
orporations have available for reinvestment their retained earnings 
they also have available that depreciation and amortization 
owance which is also a substantial fieure 
\iIr. Simpson. Yes, vou take that into consideratio1 But fter 
do that if they . h as 50 percent of tl earmil fr ‘ 
tment and so ol o vou think that is right? 
\I RurTrENBERS Ss more than adequate fol the preset 
\Ir. Simpson. Yo onot sav thatis too much? You do not ob 
! SIT half of ’ | T eXpansior 4 
\I Roy Re ( illv speakin no, but I have sor 3] fic 
sthat | { ’ nt on. but would t ‘ 
Mr. Simpson. The $ on is made up of a lot o ec 
ons ha hey ive paid theu : hat not 
\I , | ' 
\lr. SiImpso In otl ords he corporats whiel STOO 
Laaxe Loo] ! ( ipplied 0} wi hi eS45 } 
s of the corporatlol which they acree they would use possibly 
lr, jeavine S2B2.50 herr possession aiter taxes were paid with 
ch they would pav a vidends Now how do you visualize the 
rship of a corporation in the country by the man earning 
100 or S25.000 Ol S10.000 or S5.000? Wher do vou place the 
rship of the corporat ons of the Nation? 
\ RurreNBER¢ |. of course, do not know the answer to that 
more than you do, Mr. Simpson | think the most recent study 
nately some 13 vears old, on this subject 
\lr. Simpson, You refer to the 1836 study? 
MM Rr rTENBERG. The 193¢ 37 study by the TAMLEC on owners! p 
rporations ft recall correctly 1 think it savs that one-tenth 


percent of the total sto kholders in the United States in that vear 
ovel two-thirds of the total dividends | repeat, one tenth of 
percent of the total stockholders received approximate ly two-thirds 
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of the total dividends distributed. I might be slightly off in the figure, 
but I think that comes pretty close to representing what it is, as | 
recall from memory. 

Mr. Simpson. Then if I understand you, your conclusion is that 
the ownership is in the wealthy group? 

Mr. Rurrenserc. That is right. The major proportion of the 
ownership is in the wealthy group; ves. 

Mr. Simpson. That brings them up into the brackets of $40,000 
and $50,000 

Mr. Rurrensere. No, | think it might well start at $10,000 or 
S15,000 The amount of ownership in the $5,000 bracket or less 
would be very, very small. 

Mr. Simpson. They would come within the group that pays 34 or 38 
pereent income tax rates, would they not? 

Mr. Rurrenserc. You mean those who get the dividends? 

Mr. Simpson. Yes. 

Mr. Rurrenserc. I would say so, roughly. I would have to 
examine if 

Mr. Simpson. About one-third of that $22.50 would be given back 
in taxes through the personal income payment, would it not? 

Mr. Rurrenserc. That is right. 

Mr. Simpson. Leaving us around $15 perhaps out of the $100 that 
the corporation had before taxes. The rest of it is all going into the 
Treasury, less what they put into plant expansion. 

Mr. Rurrenserc. Let me see if | follow you. We take this $22.50 
which is being retained and the $11.50 which is being distributed in 
dividends; this latter which is distributed in dividends would have 
about one-third subject to tax, so it would leave about $15 retained 
by individuals after taxes from the dividends which they received. 

Mr. Simpson. Yes 

Mr. Rurrenserc. I agree with that 

Mr. Simpson. Now does it seem equitable to vou or would it alter 
the incentive point of view if out of $100 before taxes you are in effect 
lumited to 15 percent from the investment standpoint of income? 

Mir. Rurrensera. | do not think we can make that kind of com- 
parison 

\Mir. Simpson. We have made it 

Mr. Rurrenserc. I mean, I do not think you can draw from the 
example we took the conclusion which you are now making. I do 
not think it follows 

\Ir. Simpson. From the investment standpoint it seems to me that 
he looks to what his return is going to be and he sees his corporation 
hay ing suc h heavy taxes that only 85 percent of the money will eve! 
come back to him 

Mr. Rurrenserc. I would strive for the dividend recipient in 
that wav, too They have not been eretting dividends during the 
1940's We have to remember that in 1929, that great peak year in 
American life, they were getting 75 percent of the profits after taxes 
lividends, and one of the main reasons why the equity market has 
ven as bad as it has during the mid forties and later forties has been 
because of the dividend distribution policy. I agree with you that 
dividends should be distributed to a oreater extent than they are and 
when vou have them distributed at 50 to 60 pereent rate you begin 


to get some equity mn the situation, 
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\Ir. SIMPSON Yes | suggest my point might be right The 


corporation money market has been so high that people are not going 


o be eager to invest Thev will not do it because the rate of return 
net sufhe iently high in that only L5 percent out ol the SILOU belore 
taxes can possibly reach the investlol Now if vou consicdel! thre ePXCeSS 
olits tax 1m addition to that and youl corporation Davs at the 
present rate an additional $30 with a $70 ceiling, vou have $30 to 
irt that caléulation with which we have just gore throug] oO 

eree that 55 1s perhaps the danget pot 

Mir. RurTrenBER On straight corporate rate 

Nii SIMPSON | am witli ou. but | question whi ther that is not 
hich to make it attra ve to invest in corporate se ll es, and | 


len when we heed to expand industry we Inay have to pay a highe 


oportion ol that $17 billion out to the investor or we wil ot have 
capital to expanha You have sugvested that we vo to the Govern- 
ment and get this sper aul depreciation allowance and the next ste p 
would be to cel the prin pal which I do not Sugyest and | hope Ou 
ao not 

Mr. Rurrensere Let us sav that our organization, as you micht 


recall, opposed the enactment of the 5-year amortization provision, 
because we did not think the taxpayers or the Government ought 
to pay fo! plant expansion The hi rher vou raise the corporate tax 
rate the more incentive, thi yreatel the incentive for the corporation 
to expand its plant and equipment to take advantage of the 5-vear 
amortization, parti ularly as it expects, and we all hope and e@) 
a lower tax rate 5, 6, or 10 
to do it immediately 

Mr. Simpson. That, of course, is the point that you and | mak 
If you raise the rate too high be vond the dange point, no one will 


xpand unless he gets special Government consideration. Now you 


rpect 
| ’ 


s from now, and it is to thei advantage 


(*s) 
al 


object to that special allowance and | wish we did not have to ao it 
| wish the money could be erotten from the public in such a way that 
did not have to give tha 
Mr. RurrensperG. Do we not also have to make the distinction 


between the level of the corporate-tax rate and the economic situation 


of the country and the amo ation provision? For example, during 
wartime period when expenditures were high and taxes obviously 
| 0 bye hich to balan the budget. vou got a totally different 
oncept and a totally different need for plant expansio1 ana equipment 
(pansion Therefore auril this period oO a hich le vel militar 
Operallol there will be restrictions through allocation controls and 
ority controls over materials on plant expansion, and only thos 
mansions whi hy are necessary ana essen al to thre national cli LCTISE€ 
bye p rmitted The reto hie need tor getting capital ior expan- 
mn currently during this military period is considerably less than t 
ed would be aurin the ) od when we would not have the need 
1 tary eXpansion Du the period when we would not have 
¢ ] ( lol mil tary expal Ol We Wo wld have i lowe! tax rat 
\ SIMPSON You i! MN ne an xcellent argume! now a 
lat which you OPPoOse 1 vilowance tor depreciation, that na 
nergencyv situatiolr I we need 0 Yparne \\ Canno ( 
ite) so thre Crovernmet! ns to dott 
Vii Ri rrkes bE R¢é | qgaid not say that. Nii Simpson nt 
Lint s result of allo and priorits ontrols the amount of 
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expansion will be limited. Therefore, the need for private capital 
will be less because expansion will not be as great in many areas. 
It will be concentrated in a few specific areas where we get our expan- 
sion. Now in those specific areas it will take capital, both private 
capital and retained earnings of the corporation and possibly some 
form of amortization, but even if you did not have the 5-year amortiza- 
tion vou could still, in my judgment, get the money on the equity 
and bond markets plus retained earnings plus depreciation allowance 
to permit the expansion necessary. It becomes much easier, however 
when you have vour 5-year amortization. 

Mr. Simpson. Thank you very much. 

That is all, Mr. Chairman. 

The CuarrmMan. Are there further questions? Mr. Eberharter? 

Mr. Esernarrer. I want to compliment Mr. Ruttenberg on his 
clear, comprehensive statement here, and I am certain the committes 
when it begins to write the bill, will take into consideration many of 
the important factors that he has brought to our forcible attention. 

These loopholes, Mr. Ruttenberg, crept into the tax laws over a 
period of vears, did they not? 

Mr. Rurrenserea. Yes, sir. 

Mr. Eeernarrer. You have been a tax man for a good many years. 
How many years have you been in the tax game? 

Mr. Rurrenserc. Well, as long as | have been out of school and 
interested in economics and tax matters, roughly 15 or 16 years. | 
am still a relatively young man, Mr. Eberharter. But I know taxes 

Mir. Esernarrer. You certainly do. What caused these loopholes 
to become imbedded in the tax structure? Or have you followed that? 


Mr. Rurrensera. Let’s take a look at any one you want Let's 
take the de pletion allowance. Now, how does that get on the books? 
The special interests of a special group, on the theory that in order to 
encourage drilling of wells and expansion of oil, and so forth, it 
necessary to give them additional allowances, are responsible for it 
And on that general theory, which makes a bit of sense on the publi: 
market, special interest groups drive and drive a deeper loophole into 
the tax law Take your stock option that was adopted in the last 
session of Congress | think that is an inequitable provision, 


unnecessary, and it represents, it seems to me, a clear-cut effort o1 
the part of corporations to see that their executives pav a lesser tax. 

Take the community property thing. I think that is an importan 
thing, an important loophole. We had 12 community property 
States. On the theory that many new States, including our own 
Pennsylvania, where both vou and | come from, were going to adopt 
a community property provision, and on the theory that other States 
were going to do the same thing, it seemed conceivable and logical 
that in order to stop the need for States enacting community property 
provisions, ‘““‘maybe we can just wipe it all out.’”” So they took and 
extended a loophole that existed for 12 States to the other 36: whet 
actually it was perfectly logical and there was all the legal justification 
for eliminating the loophole for the 12 States and stopping the oth 
36 States from enacting community property laws. They didn’t de 
that, because the pressures were such as to, it seems to me, represent 
the interests of special-interest groups 

You can repeat this same story. On capital gains it was the sam: 
thing 
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Mr. Eperwarter. Actually on every one it was the result of pres- 
ire, with some surface 1 asoning to sell the idea? 

Mir. Rurrensere. That is richt 

Mr. EBERHARTER. Well, that has been my conclusion, too. Once 
ey get into the law, it is very, very difficult to eliminate them from 
ie IAW, because they have become the practice 

hank you very mu h, Mr Rutte nberg 

Mr. Rurrenserc. Might I just savy that the failure to eliminate 


hese loopholes means that you have to raise revenue from other 
S. And that is where the inequity becomes di ubl because 


the other sources are normally the individ ials Vi ho cannot afford to 
) the tax 
Mi 


r. E RHARTER I acres with vou on that 
Che CHAIRMAN Nir By nes? 
B 


Nir YRNES Nii R tte ay on page > OL Vou prepared state- 
nt, you say 
: ff at } = t ‘ | 
iu i iT ( 
i pr iuce SIS.5 b 
] ! f t t f } } ' 
lam puzzled at that ement, for several reasons, and particularly 
m | puzzled about the Amount of revenues that vou suggest could be 


»btained by such a tax provcram. 


Che Joint Committee on Int rnal Revenue Taxation has furnished 
with an estimate of the increase in revenue to the Government 
hich would result fro nfiscation of all net taxable income over 
$4 000, and thei estin | ; to the total increas in revenu to the 
Government on such a confiscatory tax proposal, would be $9,700.- 
VOU; that 1f vou confis ted the taxable income above ne S6.000 
V ou would only | an additional $6% billion: that if vou 
scated everythin over $8,000 you would produce only $4.6 
on na that ii vou ft thr, S$10.000 incon as vour l ve] yOu 
uid only produce S5 lion in additional rey li lam wonder: 
ow you arrive at thi 8.5 billions that could be ob , a\ 
I Government, b nfiseating all income in the top 1] percel 
l aqaown to the r i 10 pereent 
Mr. Rurrs NBER‘ f you would turn to table 1, which is atta hed 
the rear of my testimony, you will see a table headed “Distribution 
personal income and expenditures, 1948,’ You will not that the 
o the last column on the right is headed “Expenditures, billions 
lollars.” The highest tenth spent 43.1 billions in 1948 


\Ir BYRNI S. Now. that IS all incomes What would that he as far 
concerned? Would that be all over $6,000? 


the income-tax range 1s 
\ir. Rurrensere. That would be all money income over $6,000 
Nh BYRNES I am confused here. be« ause according to the tables 
ished to the committee by the jot committee in connection with 
consideration of the Revenue Act of 1950. and in the r port of the 
Committee on Finance of the Senate, to accompany H. R. 8920, on 
7. there is a table which shows that the total net income of all 
ersons over $5,000 amounted to only $39,.773,196,000 

Mr. Rurrensera. Well, there is some diser pancy in the figures, 
viousy Mr. Byrnes 

Mr. Byrnes. That is a pretty big discrepancy, is it not? 


nve 
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Mir. Ruvrenserc. But take a look. The third column, headed 
‘P, 
in this column had $51.6 billion 

Mir. Byrnes. What table are vou on? 


rsonal income after Laxes, billions of dollars,”’ the highest tenth 


Mr. Ruvrrernspera. The third column, headed “Personal income 
fitter taxes billions ol dollars The highe st tenth have $51.6 billions 
The See ond ten have $26.7 billions This Is the person i Income le vel 
as estimated DY the By partment Ol (‘omn erce’s Bureau ol foreign 
and Domestic Commerce. 

Now, there is always some discrepancy between the Depat 


tment of 
Commerce figures and estimates based upon other factors. I cannot 


know which table vou are referring 


explain the dis repancy. 1 don’ 
to. But I can only say that this table from the official figures of the 
Department of Commerce is from their Bureau of Foreign and Domes- 
tic Commerce national income statistics. And this is what they show 
for the vear 1194S If your firures show someé thing cith rent, then it 
is a technical problem and has to be ironed out between a couple of 
technicians that understand statistics. I would be glad to try to do 
that for you, if you want. 

Mr. Byrnes. The Treasury Department has never questioned the 
tables of the joint committee on the distribution of income according 
to income classes after deductions, nor have they ever questioned the 
figures presented to us by the joint committee, on the number of tax- 
able returns in each individual class 

Mr. RurrenserG. I have never questioned those either. 

Mr. Byrnes. And it just occurs to me, in seeking information, that 
there is something radically wrong in the picture here if you gan come 
up and say that we can have a tax program which, by confiscating 
everything over $6,000, will produce $18 billion in additional revenue, 
when the joml committee Says that all you would receive would be 
$6.5 billion. That is a pretty big discrepancy, is it not? 

Mr. Rurrensera. It certainly is. I would like personally to look 
into those figures. If you would let me take the reference to that, I 
will look into it, and I will be glad to submit to you a memorandum 
't do it at the moment, 


explaining the discrepancy if Lean. But I cat 
because | am not familiar with the tables vou are referring to 

Mir. Byrnes. You will admit also, will vou not. that if we did 
have any program that approached the degree of confiscation that 
t is possible, we would not receive anywhere near either 


vou suyvve 


! 


on that vou suggest or the 6.5 billions that the joint 


thi SILS.5 bil 
committee suggests, after the first vear of operation 


Nh Ri rTENBERG Well, | aim not suggesting, not sugvestihng at all 


confiscation of total income That is not encompassed in this sugges- 
tion 

\[r. Byrnes. No: but vou are suggesting to us, are vou not, that 
thr ¢ ois th S DOL ntial here? 

Mir. Rurrenserc. But it still would leave savings lt still would 
leave income unspent, untouched by taxes, even if vou went this far. 

AVE By NES Somebody besides thr Crovernment would have SOT 
money some place 

Nii Rt NBERG Well, as you Cah see by this Ssaimne table, this 
highest tentu would have $S billion of net Saving as they did in L9O4S 


They would still retain that, if vou confiscated the whole business of 


expenditure ove! and above the second te i level, \lind you, 


hy 


before, | want to examine carefully 





} ue | S\ we ao 0 Fest su | 1d iStle step | I rh . 
resting that we do that l am onlv pointing out, attempting to 
mmMatize, that th ouch this area vou really have nh wide Dp ssibli 
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to ca | I vho rece Cs that 324 I Ol vO 0 
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rwomuch de ach group have left after they spend Vi ) 
But that ho be thr vurding tactol | ( 0 
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By \ \Iy ir { s that | th nk Vou misters or o \ 


Put a! 0 COp \ hie Vo conten if 

I S4.000 ‘ bracket there is availab ( C101 
( 1XeS otential for Federal revenu h 0 

‘ Tv is in eonhseatu evervthine OV he S4,00 
wuld only in the Government’s reve es by 9.7 bilho 

Krom th t would seem we are pretty near the bottom of 
rel as far as tl] roup which vou attempted to adramat 
| ‘i 


RUTTENBER I do not wish to mislead anvbody If tl 
ading,. and if the facts which you present tend to show eatin 
r | should Ty only TOO happy to correct t Bu is i 

the figures vou have and what 


ose tables before | adm t. as Vou al mpivil 


re referring to t} 

id admit, that I have been misled I do not think | have been 

ik these facts speak for themselves If vour tables show differ- 
| should like to examine them, and I should be only too happy 


} 


ibm t to you my explanation as to the ditt renee pbeLweel t he In 


ter your examination, your point of view is borne out. | sho ild 


aAaDDV to agree W th vou 
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The Cuarrman. Mr. Martin? 

Mr. Martin. Mr. Ruttenberg, from the last paragraph of you 
prepared statement, I gather that you feel that your total recom 
mendations here will raise the entire $16 billion additional revenu 
that we are seeking. 

Mr. Rurrenserea. That is right, sir 

Mr. Marvin. And it is your view that we should go about th 
business now of adopting all the suggestions you have made here an 
get this all done up in one package? 

Mr. Rurrensere. | think so 

Mir. Martin. | have not had a chance to add up your tota 
recommendations 

Mr. Rurrenserae. They add to 16 to 18 billion dollars, inclus 
of two and a half billion dollars from community property. 

Mr. Martin. That is one of your recommendations? 

Mr. Rurrenspera. Yes, sir. 


Mr. Martin. In your discussion about depletion allowances, yo 


, : 
ake rather a sweeping statement Quoting you: 

\t the present time, oil, gas, and mineral companies are permitted excessi 
exemptions r depletion One-half bi yn dollars a vear in taxes could be e¢ 
lected erelvy by taxing these companies and corporations at the same rate 
t t 


Is it your idea that thev should be taxed at the same rate as all oth 
corporations? ) 

Mr. Rurrenspere. Yes; that was the recommendation. 

Mr. Marrin. Without any exceptions whatever? 

Vit Ri rTENBERG All depl tion allowances should by lit luded, 

Mr. Martin. Going beyond the recommendations of the Treasu 
Department? 

Mr. RurrenperG. That ts right, si 

Mr. Marrin. Thev drew a line between metallic minerals am 
other minerals, for example, in their recommendations to us 

Mr. Rurrenserc. That is right 

Mir. MARTIN And | notice vou quote on page | > Senatloi Hum 
phreyv, and he in turn quotes Nii Paul on this matte! applving to 0 
and gas But from your use of the quote, | take it that vou adop 
his quotation as applying to all minerals, and his statement that suel 
subsidies are inexcusable when they serve no publ ¢ purpose, and so 01 

Mr. Rurrensperec. That is right 

Mr. Martin. Now, have you examined what Paul might hay 
had in mind when he said it would serve no public purpose? 

Mr. Rurrensperea. | think lL have. I think | am familiar with tl 
context in which this statement was made by Mr. Paul 

Mr. Martin. That is quite a loophole he has placed in there, tha 
I believe you may have overlooked Now, to set you straight « 
my approach to this matter, I think there is a very decided publi 
purpose to be served in the production of the metallic minerals 


particularly at this time 

Mr. Rurrenpere. I think so, too. And I think there was a pr 
vision in title 3 of the Defense Production Act of 1950 that attempt« 
to encourage development and research, and development ari 
exploration, of new minerals. 

Mr. MARTIN Then it is your idea that we should approach the 
encouragement through other channels than through the tax structurs 

Mr. Rurrenserc. That is right, sir. 
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Mir. Martin. And are you opposed to anv subsidies that may be 
ade to the strategic and critical material field by Congress? 

Mr. RurrenBerc. | am not, sir, if it is done on a strictly selective 
SIs, which the Defense Production Act provided for, but which the 
x laws do not provide for 

Mr. Martin. You favor a sweeping out of all exceptions of that 


nd in the tax law And then you favor our approaching this 
atter through other measures that amount to a subsidy to encourage 
search and development and production. And I can expect youl 


pport on any move of that kind to bring into being a better produ - 
on of strategic and critical materials? 
Mr Ri rTENBERG | think you have to keep in mind sir, that a 
law is also a subsidy as it is proposed how Now, you might 
ecall that we strongly supported a bill which I think Senator 
O’Mahoney introduced in the last session of Congress, which | wish 
could remember the number of but I don’t at the moment You 
emember what it was. It was the exploration and development bill 
metal mining We supported that, and I think that is the way 
this; not through taxes 


to 
But it is a subsidy, if vou want to use 
hat term, whether it is done through tax exemption in depletion 
allowance or whether it is done through a direct contribution. It 
still a subsidy. So let us not apply the term “ 


ol 


l ~ 
subsidy’’ in onlv one 


r. Martin. I never did imply that it was anything other than a 
subsidy, nor the Russell bill nor the Allen bill, to go clear on back 
\lso the Engle bill which I think was much better than the O’ Mahone 
that was substituted for it in the other bod, They have all been 
ibsidies to serve a very clear and definite purpose Now, will vou 
mit that the removal of all tax consideration in this field may 
lure a highet subsidy in that field than would be necessary if we 
this in the law? 
Mir. Rurrensere. Oh, on the contrary, I don’t think so 
\ir. Martin. Is this the time for us to sweep out the present tay 
icture in this field completely and then bide our time on the passage 
sibly at some future time of the O’Mahoney bill or the Allen bill 
some other special legislation to encourage the thing that we here 
ourage? Can we take the time to approach our present situation, 
mergency situation in the real sense of the word, in such a way 
ve heard that word “emergency” used so much in the last 


ew 
rs that I hesitate to use it, because it 


Is not quite adequately 

criptive of what I consider to be the emergency that exists in this 
rticular field But do you advocate now sweeping aside all tax 
sideration in this field and then leaving a time, a delay, 

to the law these other approaches? 

\ir. Rurrensere. It isn’t a delay through other approaches, be- 
se we already do have il 

\Ir \LARTIN | Say there is a delay. I know what | 
if 


Lo bring 


am talking 


\lr. RurrenperG. There is some provision in the Defense Produc- 
\ct of 1949 for development and research and exploration 


i 


\Ir. Martin. Do you think that that present provision is adequate 
our purposes in this field? 
\lr. Rurrensera. If the additional money were appropriated for 
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Mir. M IN. That is a big “if,” and it involves di lay Also be: 

) mind that that law was written while this tax exemption was o 
the boo And | am sure that the National Defense Act of 195 
does not cover all that [have u mind here 


\Iy at ( Well all | ne - that the little experience 


' Wi oO im the Deartment of the Interior in the last month o 
) ( sto me that many, manv mineral compan ire coming u 
I - ’ 
} |) tment of Interior trvin to eT thre application ol tith » ti 


And thev are ett 


\ ! ) t 1! nt mow But ih ao \ ore alor 
one bil | nis ¢ ylit ement } it now tame mn Tf 
Phat is wha l am drivin I l am no qua lin 
ll on those other approaches. They have not gone { 
rhe But | have verv keen appreciation of the ne 
) national defen f-suflicienes And thus t strike 
! Chr oul approach nha verv \ tel ( 
\I at RG | an oniv sav this Nir \Niart a That this exist 
mm ives concessiol to evervbody, whether thev need 
them depletion allowances up to 27‘ percent for o 
h is completely inreasonable and Inequ table Now 
ve ire talking specifically about a particular area, a particul: 
\ particular geograph development, then it is a differe: 
roblem nd it ought to be handled differently than bv giving ever 
nh exemptior . 
\] \l If vou want to modify vou statement trom ti 
iT tatement vou have mack that | quoted here a while ago 
tO Ol if modification, as shown on such points as vou have no 
( to, that will ron lon Wav toward meeting my approval 
\l R VNBERG. Well, I thinl tL is just a question ol wheth 
vo do that through the tax sti ful rv whether vou do tt throug 
oO I would pref ) dol through oth eo 
| \I , Eve 1 though LT involves a delay il etting it into t| 
0 ( to operation? 
Mr. R snerG. Maybe if you repeal the tax provision you cot 
Co ess to act more Traplaly on a very eq litabl type ol la 
\Ir. MIarrin. Is this a time when we can afford to delay prepares 
119 
I I 
\I R Unfortu ely too many things a yustil 
these day n the judgment | know of my colleagues in the trad 


on movement. clearly on the basis that it is roing to hurt tt 


mergenceyv: when actually, when vou get right down to it. it is nm 
to have much effect on the emergeney We are going to | 


r ob we have to do re cardless of whether this action 


taken or that action 


\ir. M rin lam not overstressing the emergency n this instane 
[ assure vou, because | know what I am talking about here 

Vir. R ENBERG. This was a problem, as we all know, even befor 
the en ney ever developed. 

\Ir. M rin. This has been the emergency for a long time, and 
ot higl inking emergency than other so-called emergencies 


Mr. R rTENBERG I agree with vou 
\Ir. Martin. The other day when Mr. Arthur Elder was before 


rhe \ I ol L, he mac i rather sweeping recommendation if 





sh 
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the elimination of all types of preferential tax treatment as betwee 


types of corporations and individuals through special exemptions, spe- 


al rates, or discrimination of any type I do not find a similar 
veeping recommendation in your statement here And that leads 
to ask this question: Do you favor the complete elimination of 
he exemptions iron tax on corporations that are enumerated 
section 101 of the cod 
\lr. RurrensBerc. No | do not | think ‘nonprofit organizations 
hould continue and chat tabl organizations should continue, to have 
semption on income derived through the operation of their busine 
hich is direct income derived from sources directly related to thr 
ISiness which thev operate I stated befor this committee last veal 
as far as a trad Inlon Was concerned we would support the idea 
there should be no tan exemption ior income derived Dv a trade 
on from a source other than its main source of incom And tl 
meceept should apply Lnro whout thre whole section 
Mir. Martin. I just could not help but note the difference in vo 
tement on that point my OTMISSION lar rely Hoa that of the withess 


the A. F. of L 

The CuarrMaNn. Are you through, Mr. Martin? 

Mr. Martin. Yes, si 

The CuarrmMan. Mr. Reed. 

Mi Ry ED Mir Rutt I berg, | passed by vou on th airect eXadnihna- 
tion, because | hike to vive My colleag les a chance to Inquire of the 
different witnesses first lt Ss quill evident from vour testimony 

re that vou have made a verv exhaustive study from vour point of 

w of this tax situation And | would like to ask if, with all tl 
facilities which vou have, vou have directed vour mind toward where 
ind how certaim nondefenss expenditure s could be « it trom the budget 
Could vou throw a little light on that? How many billions do vou 

nk could be eliminated, after vour study? 

Mir. Rurrensera. | think, on careful examination, one would find 
not too large a source of potential expenditure reductions 


Mir. Reep. You understand, | am not referring to the nation: 


rense 

Mir. Rurrenrerc. The one point I should like to make, if | might 
Mi Reed is that i we take the eategoryv in thre bud ret called “ AL 
other’ vou will find that it is somewhat unusual Now that do 
not include the militarv, foreign economic aid, interest on debt 
et cetera So vou exclude those main categories, and take the ten 
ealled “All other.’ President Truman’s budget indicated that u 


fiscal LOS] we will have expended 10 billions ol dollars for the ‘i (ll 
other” category, which means the direct) operation of the KFedera 


Government in a nondefense or nonmilitary way In 1952, that 
All other’’ item will be according to the budget, 11.9 billion dollars 
increase of 1.9 in the “All other” category Now, when I looked 
the budget | said to mvself, “Well. how certainly aduring this 
riod somehow ther ought to be a wav to restrict at least the 
rease in the ‘All other’ item.’ So | carefully examined tt And 
hat did L come up with? 
| found that 1.2 billion of the “ All other’ increas ttributable 


is él ilté 
) appropriations to run the defense, the NBA, the DPA, the Offic 
Defense Mobilization, the Office of Price Stabilization, the Offic 
Kconomic Stabilization. all those control agencies growing out of 
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the Defense Production Act, a total of $1,200,000.000. Then | 
round S400 million tucked away for atomic energy in the ‘ All other 
item Then L found $100 million tucked away for Government 
dispersal, dispersal of Government facilities from Washington. An: 
that totals to $1,800,000,000. Then I looked a little more carefully 
and I saw that $300 million is recommended for Federal aid to educa 


tion (nd I am one who believes, and my organization is one that 
believes, that the time is growing michtv near when some kind o 
aid to school institutions is going to become essential. So I thinl 


that reco! imendation in the President’s budget should he retained 
I} Haaitior t} ere 18S a provision of S500 mill on tor the C‘'ommodtt 


Credit Corporation, a problem involved in the agricultural situation 


is It relates to parity and the whole problem. So when vou tota 
those tenis pp vou get to two and a half billion dollars And vou fin 
hat the All other’ item, instead of being increased by $1,.900.000.000 


$500 million 


TT 1 | looks | more eare fully \\ here ao vou find other tems te 


eut? I think if vou ean find.them, as [I indicated in mv statement 
vou ve excellent if this Cone could find places to cut them 
they oO irht to take the Pres} lent’s chall noe and find a wi 
to cut tl budget But | have looked around and can’t find many 
NI ‘ p>. Have vou looked at ECA, foreign aid, and all that? 
\Ir. R ENBERG. You know my views on ECA and foreien aid. 
1 | }) ed befo th yrrurnitt Lo til oO reciprocal trad 
\\ ld sav it ile ; Iv d rous to ou 
througho ‘ ould t technica 
e comin | | } 
f TI er friendship? Is 1 t? 
\l ‘ i ( | tht \ { = ( stion of 1) | ) ) ) 
( o yh to thie line of th | Locra 
) eODILeCS And th problem The Commu 
throughout th Middle E: Far East 
} ( ! Ita rane 
R hi . 1 ve are yt ) \ ; holding up th 
) ias taras xes ) 
\] } aT | think w to look at the \ 3e 8 
t | ft ao | ! til ( eri i] nstene 
mated S60_000_ 000.000 1) 1952 or 1953. micht 
‘ ve to be SLO0_.000_ 000.000 or S150.000 000.000 It isa questtor 
) ‘ thet ¢e Want to spend @ little bit more now tor foreign aid on 
tive | I risk that this will produce friendship throughout the 
world and enco age peopie to come to the aid of the free democrat 
world, or whether we want to wait until 1953 or 1954, when they won 
” on our side, and we will have to appropriate money for militar 
defense hat w 1] rst ciestrov oul wh fe economy 
NI Reep. | think vou DoOSsItoOr vould be very favorable to thr 
eommiu { program 
\Ir. RuTTENBERG. Sav that again, Mr. Reed 1 do not quite 
inderstand the implication 


Mr. Reep. | say vour position in regard to this foreign aid, | would 
think, would be just the thing to aid the communistic program 
ic. | would sav to vou, on the contrary, if | could 


“a 
4 


be just as candid and just as blunt, that I think the failure to give 
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nomic ald to the p oples of th AY cae Kast the I I | 
Kast, and | rope ith itself if aing@ mor suppor Lo \ 
1 ! i | } | ] 
LISI philosopl y than any other thing could possibdiyv do 


Mr. Reep. That is where you and I disagree. Now I want to 
nothe questo ¥ ~ { out be ne agains t! ( 


Ol " ) | 
‘ Ih 
Hose s rit } | 
i ro 0 
\ | (; ! 
\ \ ( st © ) ) \ Dron 
} a pper W 1] 0 ho l 
‘ | ) ) i ! ) 
‘ "| } \ anye ? ‘ ‘ 
th \ cess. of ftorenu 
"V\ lo | ‘ ) ' ) 0 ) ) 
hiv xpens ( > \\ ! | ( Wi i 
! Ol Tt P hii ()] ) } ‘ . 
i uch rt yT \ el 1) ) 
tu oul N | \ » VO tan wit! Zé '.) nt 
| ion illow The h has 4 mney or l Om 
we \\ IIs SIMDIV no hy ope (| \ ho - 
Chet nv wa of o} { he \\ f 
~ wo rie th onom ) 
i) wl i Ti ( OCs i) | | ) ( 
ol 7 | a | 
\ t i \ lcd you i\ it t! ) - 
nd, the to s not chal 
) 
Nin Ri D I { Vou | The ‘ S too Com ! 
Lh foreign and aol Lif They could not Dass t or sO. W } t 
we are simply oO lose that great segment of our business { 
during tl I (nd we also need it in peacetu Y 
e the prod cers and Wo ers | ve to Ve mn inact | 
ne organ Lt1O Wi ch vou represent thre IMnpiloy Ss, are prob- 
lv verv largely members of your own CI1O organizatior I do not 
me ‘ , 
Mir. Rurrense! We have a considerable and in fact a large 


mbership in thi troleum industry of the United Stat 

\Ir. Reep. I should assume that to be true 

\lr. Rurrensera. We have a union called the Oil Workers Inter- 
onal Union 


Mir. Reep. And I think they would be damaged almost irreparably 
3s they moved elsewhere im order to be employed I do not want 

see that done 

Nir RUTTENBERG. That doesn’t seem to be the attitude of that 

ternational! unIO! which has endorsed the program we have pre- 
ted So there seems to be a difference of opinion 


Mr. Reep. That is all 
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The CuatrmMan. We thank you, Mr. Ruttenberg, for your appear- 


ance 
We will take a recess now until 1:30 p.m. 
] 


Whereupon at 12 m. the committee recessed until 1:30 p. m., this 
AFTER RECESS 


The Cuarrman. The committee will be in order 

lhe first witness this afternoon is Dr Willford I King, of the 
Committee for Constitutional Government, New York City 

\\ I] you vive your hame, address and the Cupae itv in whi hy you 
appear to thr stenographet for the benefit of the record 


STATEMENT OF DR. WILLFORD I. KING, CHAIRMAN, COMMITTEE 
FOR CONSTITUTIONAL |GOVERNMENT, NEW YORK, N. Y. 


1), KING \Iy hame is \\ llford | King | nin chairman ol the 
Committee for Constitutional Government at 205 East Forty-second 
Street, New York City 

I want to tl ank vou ventlem n for this opportunity of appearing 
betore Vou again 

Now that we are engaged nan armed conflict with Red China, 
and must stand constantly re addy LO repel an attack by Russia and 
her satellites, we are all reluctantly compelled to face the necessity 
of paying out, for an indefinite period, prodigous sums for the main- 
tenance of our Armed Forces 

There are but three known wavs of providing the money required. 
Thi V are 

Inflation of the circulating medium 

2. Borrowing the savings of corporations or thrifty individuals 

laxation 

The old-fashioned type of inflation consisted in printing paper 
money and using it to meet the Nation’s bills, b it. to finance \\ ld 
War I, our own Nation employed the equally inflationary device of 
selling to the public negotiable bonds which were widely used by the 


| 
buvers as collateral for bank loans, thus renerating great quantities 
OF deposit currency and raising the price level 

In World War Il, our Government adopted the simpler procedure 
of selln ts bonds directly to the commercial banks 


yurchasing 


In both nstances the result was to reduce creatly the 


power of our money, thus surreptitiously stealing from the savings of 


the thrifty many, many billions of dollars. As you well know, the 
effects of inflation in other nations have been even more disastrous 

often having led to complet industrial collanse, sometimes terminated 
by revolution Experience says, therefore, that inflation is to be 


avoided like i plague 

The fact can scarcely be overs mphasized that neither inflation nor 
the borrowing of private savings has any tendency to defer to the 
tutu unv part ol the cost of wat No Way Is known of fighting a war 
with future men, future weapons, or future supplies. When a govern- 
ment borrows savings, all that it postpones to the future is the question 
of which individuals or groups are evé ntually to “pas the pipel 

Right now, failure to settle the issue of how to deal with our Gov- 
ernment debt incurred during World War il ts plaguing beth the 
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Sel retary of the Treasury and the Federal Reserve Board In a 
recent article entitled “Federal Debt Policy and Inflation,’ I have 
discussed briefly the issues involved. I take it that this question of 


debt management does not directly concern the Ways and Means 
Committee, but, in the thought that you gentlemen are nevertheless 
interested in the problem, each of you has been given a copy of my 
al alysis 
However, since there will never be another date as satisfactory as 
51 for deciding how to place most equitably the ultimate burden 


of the present war, it seems to me that the only logical course for you 


eentlemen to pursue is to determine in the near future how to rais« 
solely by taxation revenue enough to meet all the Government’s bills 
as they come in This task can, of course, be greatly lightened if 
Congress is willing to eliminate ruthlessly all nonessential items 
You know that Senator $vrd said vou can « it SZF.O00,000 000 
easily and $9,000,000,000 reasonably out of the budget He has 
ven it far more study that I have 1 think his case is good from 


what | can find out 

But, even with the most rigid economy, war, and preparation for 
war, will inevitably call for huge additions to the budget Moreover. 
since almost all taxes are likely to be shifted in large degree to final 
consumers, any tax schedule which vou adopt is practically certain 
to place a sizable financial burden upon almost every family in the 
Nation. ‘To close one’s eves to this fact is as foolish as to hide one’s 
head in the sand 

L notice that during the discussion this morning the tho ivht was 


that the corporation income tax was borne entirely by the stock 
holders of the cor Oration and not passed on to the consumers to any 
extel But corporation income taxes have rohe up and up ana si I 
net profits are large) than thev used to be, which shows the \ ive 
been able to pass a large part of it on to the consumet Nearly all 
Liv taxes are shifted fi lly to the people who Ist the rroOodsS, 

Now that is not as bad as it was implied this morning because real 
wages, nol more vages but real wages, are five times as hirh per 
hour as thev were 10¢ ears avo So that evervbod, who is diliget 

il is able to be ixes far beyond what he could in the past and 

l live far better than he could in the past 

fortunately, howe, inless the magnitude of our war effort 

vreatly ts burden cannot | itimately be considered crushi 
or unbearable \ccording to the estimates of the United States Dy 
partment of Commerc the real per capita gross national product 
Wa 4 percent higher in 1950 than in 1940: henee if production can 
hy pt at the 1950 level. we can spend for rovernment National 
state and local cor ned some $57,000,000,000 above what we 
a n 1940, and still li as well as we did in 1940—a vear of moderat: 
) m1) T\ 
\loreove f th of the Nation are willu 0 on wo 
ly ippears that production ean be bow ove tI 
rr prelim \ risa mace DY he Presi Co ( 
( ( Tent oy ho | liarv 4 prod ra ! ( 
m ! eg , oh i! ! 0) pDere } hig hysv? } ) 
Sines innual gross produectio { s 
vk s OOO OOO Of 7) ‘ e , 
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ce reased from 40 to 48 hours, production and national incom 
oO ry Cl ased sl 1] further lor var1lous studies show that tiv 
pro i 0 Del hour In a 48-hour week ts not much lowel than in 
1()-] ‘ 
| th) el ti t! ) 1) ol | | Tere Stn ~ mk YD 
1 ( 0 y Wa elfort I led ely i \ hou irin 
to nations arm ! ho ving up ot only 
. s but als ne ri 7 his tall 
I \ é | 1 \ MOTTOW ) y I Lion 
} i President o { Sta > arv of the 
\ t! le idiers Of 4 cs il Vo ( I T¢ 1) ‘ i 
0 ) i V-a Vi oOo pro iti ! l ! il mie advan 
) Poucy lf ( ongtress lly ce s ihe eadel 
( re ) l thii AS ( ) \ l Ol ¢ moime 
} \\ tl 0 1} | Liisi? i Lo re Litue 
\ mon Vo Cll i 
\ cyv < I oO the hea ol ne pol cians ol th past has 
) i "> bile ~ is! t al il itely. this 
| \ ( to be ex wily ant vial: hence I f 
I LV ) en OL Volt commit to avol usin 1 
‘ ) ypaACcTION 
H his de mean that your committ>s sh 
‘ \ 1) ( ( ) \ | my Opinion, ] 
s highiv desirable tl tan d Ona taxpavel 
] to his tenviol Ih Will Tlliak ixpavihe vote 
l | Vil ( i \ } By ’ . ) 
| th 1) 1} cessaruv | [rie \ ) UlLWIS¢ ( 
(paver bv constant ( to his atte on ho 
" ) ink WHoich 
\' lecessaruy sti ixpay res ul 
\\ to the | i! a \ | > ) ‘ Oo 
\\ ) o te oO t per pro 
| I evad 
ho ( \ l! i‘) ) l { 
{ edi Lo } \ no } i) ‘ » 0) i 
ri; ‘ 
| :. | rhea } qr ‘ Vi icnh Db he ntes A 
cit \\ \ | ed mnore rey vo ao not hy to o th tl l 
th er! : i certain level, you cannot g y more, t! vi 
have pre 
| , . to what ¢ t! rincipal types ot tax Vies no 
hy i contorm to t| = Cl eria There Lire two OI thre 
philosop . for suprem the world today Yo 
Lenin believed that everyone should be paid exact! 
thie » tha when he took over in Russia the agreed tha 
‘ \ \ ( ‘ ve 25 rubles a month from the head of thi erent 


ho leveled the grade, all would a 


It did not work lt wa 
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vad that finally Stalin killed all the 
ted anothe pa 


Lil leadin ( 
Now vou have 


er philosophy 
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We find that one of the reasons whv our forefathers believed in t] 
sacredness of private property, the right of a man to keep what h 
won honestly, was that they recognized that the man who furnishe 
the capital necessary to further progress benefited society. Capit: 
used to be accumulated primarily by the savings of individual 
The high Laxes which we have had in recent years has destroved th 
ability of individuals to save and finance industry 

| have presented a chart and table here, which vou will find on tl] 
back page of my prepared testimony, showing what happened in tl 
prewar vears to the savings of individuals and investment in privat 
orporations 

You will note that, according to the table, if vou take the tot 
after-Federal-tax income of individuals who had $5,000 or more eac!] 
take awav from that total $3,000,000,000, which is abo 
what those people spent for livin 


and vou 
expenses, then, on the average thi 
nvested ¢4 percent of what was left over in new securities 


Now suppose vou just made that computation by taking 74 perce: 


of the items in column C of the table; vou will get the expected amount 


of investment But then if vou go to the statistics and see what thi 
actually invested, vou get the next column You will note there w: 
only about 20 percent difference between them You will see that o1 
two-thirds of the chart they run together So that the reason peop 


quit investing 


in new securities was that they did not have the mon 
If the Government taxes it awav, they cannot invest. 


Re ently taxes have been so hich that almost all the expansion ‘ 
ndustryv has had to be facilitated by corporate savings The corp 
rations are the ones that have been dome the financing 

Back the davs before the high taxes, corporations usually pa 
out about 60 percent of their earnings in dividends and kept about 4 
percent for expansion More recently they have reversed those p: 
centages and tended to pav out about 40 percent and keep about 6 
percent tor expansion. It is onlv in that way that our industry h 
been able to « xpand We have taken away the ability ol individua 
\ contril 


So that the existing tax polt v has thrust upon corporations and tl 


Government nearly the whole duty of providing capital for indust: 


cpanstion Every entry of CGrovernment into the field means tl 
lostitut mm of st) imiism for private enterprise Wi need only 
oOo to 4 ope to observe the results of such substit tion 
I do not think we want the Government running enterprise, b 
eaust vyhel t runs enterprise the loss does not come out of 
people who run it, and the re sult is that the Vare verv care less Ther 
are numerous examples of that all along the line. 
Now pres imably thre two re al reasons for le Vving confis atory ta 
on upper bracket incomes ar 
(n endeavor to captul th votes of Socialists and Commun 
ho lo >see the rich swatte 
2 \ nope that hy taxing thre rich it will possible to avo 
the masses who have most ol the votes 
Phat v the hope that you heard voiced this morning, 
‘ ] 


Now most people will assume that the latter one is true, but th 
he assumptions in the second reason are not borne out in practh 
demonstrated rather « learly by a statisti al analysis which | ha 


made of the official income-tax data It is entitled “Inecome-T: 


3 
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Rates and Revenues.’’ You are supposed to have a copy of that 
before you. 

Now if you try to tax away by heavy tax rates the incomes of the 
people in the upper brackets so that you will save taxing the poor 
people down below, this study shows that, try as you will, you cannot 
ret any more money. You can attempt it but you cannot get it 

This covers the period from 1913 to 1942 and it shows in charts 

4, 1-B, 1-C, 1—-D, and 1-E the percentages of national income 
that were received by the people in the various income brackets 
Those are the solid lines. Each one of the dotted lines shows you the 
highest tax rate paid by the particular income bracket and the solid 
line shows vou the effective tax rate for that income bracket—the 
effective tax rate being the rate on a man’s whole income whereas the 
ipper bracket of his income goes to the higher rate. The effective tax 
rate and the highest rate tend to go up and down together 

You will notice that, whenever the effective rate and highest rate 
ran up to a high level, then the percentage of income received by this 
bracket of taxpayers went down. ‘They just did not word so hard 
What is the use? If vou are rong to take away one’s income, there is 
no point in SUriIVing so hard to ret income So these people did not 
get it; their percentage went down, and you did not get any more 
money 

If you will look at charts 3—A, 3—B, 3—C, and so on, you will find 
the effective tax rate given down along the bottom and the tax rees ipts 
expressed as percentages of national income above. You will notice 
that, in the $1,000,000 class, you get practically a horizontal line; in 
the $500,000 to $1,000,000 class practically a horizontal line; in the 
lass practically a horizontal line; in the $150,000 
to sSU0 000 class prac tically a horizontal line: and the same thing is 
true of the $100,000 to $150,000 class. In the $30.000 to $100.000 elass. 
when the effective tax rate went from 18 percent to 22 percent, you 
vot more revenue. In the lowest class, $25,000 and under, when it 
vent from 6 percent to percent, vou got a lot more revenue. But, 
n the other cases, pushing up the tax rate above 26 percent gave you 


$300,000 to S500 000 « 


) 


no more revenue at all 

\Ir. KEAN May | Interrupt for on question at this point? If 
this chart were carried out through to about 1950, would it show about 
ul sume figures? This period vou refer to was the period Of some 
epression You go to 1942 If you carried it on to 1950. would it 
t] ? 


rit) 


show about the same 
Dr. King. I have not done that and | cannot answer the question 


thout doing tt his covers the period trom 1915 to 1941 when we 
Ld periods of boom ana depression, and | think vou would find ho 
irticular change The income tax figures, the official ones, as vou 
now, are alwavs far behind 1 made this up about 2 vears ago and 


L was up as far as we could get those mgures at that date, but | have not 
uided anv on in the last 2 vears. lam sorry I do not know the answer 
but | do not think it would probably affect it materially 

Nir \I ASON, We had the boom and bust during the period Tol which 
ou have the figures 

Dr. Kune During the period 1913 to 1941. vou had the big run-up 

the first World War. vou had the 1929 boom, vou had the big 


ish and vou had the recovery up to 1941. 
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Mr. Kean. But the taxes on the higher income group were con 
paratively low until about 1931. 1 think 25 percent was the maximun 
around 1929 and 1930. 

Dr. King. They did not run as high in those days. The highes 
tax rate for 1917 ran up to about 76 percent and the effective ta 


rate at that time went up to about 65 percent. So it was very hig! 
during the First World War. Then it dropped down to the low rat: 
Then back in 1927 and 1928, along there, it was quite low. Th 


highest rate in 1927 was about 25 pereent. the effeetive rate beu 
around 16 percent 

So it seems to me the only thing vou get by imposing very hig 
income tax rates on the upper brackets is the fun of punishing tl 
successful people. If vou think success is a bad thing, and climbin 
the economic ladder ts a bad thing then vou should want to continu 
these high income tax rates. If not, it appears that an effective incon 
tax rate of about 26 percent would give vou as much revenue as vo 
can collect, and that wo ild Make the top bra Ket Lround 15 pereen 
something of that sort 

Now, currently, the total income of all individuals in the Nation 


unning at an annual rate of around 8232 billion. Therefore, on tl 
basis of the estimates presented to your Committe on February 
the Secretary of the ‘Treasury, it appears that this vear’s tot: 
ncome of all persons having mecomes under $10,000 is likely to b 
ound 8195 bilhon—that is as close as I can get from his estimates 
while that of all individuals in the brackets above $50.000 will be on 
S9 billtor ind their Federal meome tax unde the present law will tal 
S4 byillioy ft that So there is only $5 billion left that vou can 
rom the people having $50,000 or over, if vou take evervthing th 
have So, obviously, there is no chance of meeti anv considerab 
fraction of the cost of the present war by “soaking the rich”? w 
h ner mco tax rates ins na th evidence seems to nadicate thi 
r m would by nacer all ereas d and meceome ft revenu 
wo ! be reduced if the maximum rat ( \ wi ne 


bray ( \W e Set at 15 percent 


\ioreover, since in wartime more capital for industrial expansion 
heeded, any part ol an individual’s income saved and invest 
dur ir should be exempt from income tax. The loss 
vel ting from such exemption might well be offset by raisu 
he b that part ol the income remaining | would m 
vant vou to cut down the revenues but I think exempting savings 
vod sound onomie poles rving Fisher worked on that for mat 
ears and demonstrated how vou can draw income tax schedules } 
as simple as the ones we have now that will exempt savings I thu 
hy easonil was sound 
‘Taxes on income ; doubtless evaded to a large extent by mar 
persons wl oreceive lees, or who get pay for occasional work, and I 
persons proliting trom unrecorded transactions Of course, if w 
have a lot of black-market transactions, vou are gomg to have a lot « 


inrecorded income, and such evasion ts difficult and expensive to sto] 
Now we come to corporation taxes Taxes on corporations al 
popular with fiseal authorities because they provoke little resentmer 
among the nasses of voters, are difficult to evade Inexpensive 
ollect, bring in large amounts of revenue, and prod ice more mcon 


the ‘Treasurv when the rates are raised 
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I am going to say something which disagrees with most of the 


people, but I think their views are entirely indefensible from an 
conomic standpoint. In business, net profit is usually the best 
measure of efficiency and it is socially beneficial to encourage efficiency 
[his is especially true in wartime. Logically, the corporation having 


he lowest rates of pront should be taxed most heavily, for such taxes 
vould tend to put such a concern out of business and allow its mor 
efficient competitors to expand, Therefore, despite precedent to the 
contrary, sound logic savs that the taxation of corporate profits 
sho ild be discontinued 


(‘orporations are convenient tax collectors And, there is much to 
said in favor of continuing to use them for this purpose. A simple 
of doing this is to tax all corporate sales at a uniform rate Such 


tax would have no tendency to penalize efficiency would be u 


xpensive to collect, hard to evade, and provoke little resistance from 
the ultimate taxpavers {n advance in the rate would proau 
most proportionate increase in revenue 
The notion that the tax would be pvramided has little significance: 


The whole tax would be paid primarily bv ultimate consumers. for 
ompetition would prevent its having much effect 
Individuals would bear it largely in 


total Values of foOoUs wi ch they boug 


upon protits 
proportion Lo the respect 


t 


i 


\ serious objection to a uniform sales tax on all corporations 
(li 


that it fives no opportunitv to an ividual to escape taxation ty 


various classes of goods at different rates. For example, | 
MO”cLS such 21S bread lli evos potatoes bie thre ss expen 

es of meat, m or] t be mad tax-ires The exemption might also 
xtended to work othing and other fundamental necessit es of lite 
BB f pr< t ] ‘ ‘ } » ts wt alt } | ‘ 

Vy contras Hix r ( a ¢ taxed at mon rates and (oOodS 


arilv “‘to keep ahead of the Joneses”’ 
emely high levies without producing 


may pe subjected tO 
any social hardship. 
reer such goods become, the greater is the distinction which th: 
and hence the higher is their utilitv to their fort 
or example, when | was 


for the 


Inate ownhe 
| " j 
i small boy i lady who owned a sitk dt 


out in the community: not manv women had a silk dr No 
Oman who has nh SUK Gress does not have distine tion at all Decause 
] 
people have nem SO ll vou have Some th neg that <4 1) 


ly for display And ado ible the price on it. it plas 
on the publ 


ch i system ota flerentiated excise taxes enables very poo! oO! 
[ty people to keep expenses to a minimum by refraining from 
ling much for heavily taxed articles. while the 


fellow who “loves 
t a dash”’ » pays the piper 

Like the proposed uniform rate levy on corporate sales, if such 

ves are levied only on wholesalers, processors, or manufactur 


Vare relative ly nexpensive to collect. hard to evade and may by 


to raise huge revenues while provoking a minimum of resentment 
the part of the 


} 


buving publi Such a tax system, properly ad 
stered, would largely obviate anv excuse for ‘produc tion controls 
vartime, for the high prices of luxury goods would automatically 1 
their respective sales volumes, and hence thei outputs , 
think that generally there is a tendency to overestimate the ability 
en to go out and reg ilate production Price 


| 


i 


Is the most powerful 
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device ever discovered to reculate production. If the prices of thing 


go up, you do not need to have enforcement officers to see that peopl: ; 
buy less. They buy less. 


Take automobiles, for example. You do not have to limit produc 
tion on automobiles, cut down the supply of steel, or anything lik: 
that. Put the price up and they will not buy so many. 

| have an automobile. I have had it for several vears. If I couk 
get a new one cheap enough, I would buy a new one. If I cannot get 
one cheap enough, I will keep the old one. Forty million other Ameri- 
cans feel the same as | do. So you can depend on price to regulate far 
better than on any other method known. 

Excise taxes have no tendency to penalize efficiency, for they bea: 
with equal weight upon all producers. 

Now in peacetime, retail sales taxes collected from the buyers of 
goods have much to commend them, for every time that a purchase is 
made the buver is reminded of the cost of government, and so is en 


couraged to demand economy. But this response, which is a virtue in 
peacetime, is a disadvantage in wartime, when tax rates must neces 
sarily be very high. We do not want to remind a fellow every tim ; 


that it is costing him too much 
Another thing that has been emphasized by some very able econo 
mists is that the retail sales taxes have already been taken over by th 


oe i 


States. They do not like to have the Federal Government encroach 
on their field. And such taxes are expensive to collect and relatively 
easy to evade. 5 

Now the conclusion of all this I have indicated in a few steps there 
I should say the logical recommendations for your committee to make 
to the Congress at the present time would be as follows 

|) Lower the tax rates on upper bracket individual incomes to 
figure no higher than 45 percent 

2) Raise current taxes on other individual incomes noticeably, but 
exempt invested savings from taxable income 

3) Abolish all taxes on corporate income 

1) Install a comprehensive system of excise taxes carefully dif 
ferentiated according to the extent to which articles are real neces 
sities, conveniences, luxuries, or articles used to gain prestige. Mak« 
the excise rates heavy enough to cover the entire cost of maintaiming 
our Armed Forees. Then, if and when peace comes, either abolish 
this whole system of excise taxes or devote the entire proceeds to 
payment of the nation’s debt, including the interest thereon. | think 
excise taxes are bad to continue in peacetime because they are hidden 
and they tend to condone extravagance in government 

5) Excise taxes on liquor and tobacco, and taxes on individual 
spending should be made thy principal support of the Federal Govern 
ment in peacetime. 

Thus, if vou do not have time to set up now a system of differentiated 
excise taxes, | should think the next best thing would be merely to 
tax corporate sales at a uniform rate and raise enough money that way 
to finance the war 

The CuatrmMan. Mr. Reed 

Mir. Resp. Dr. King, | am personally delighted every time you 
come before us. I want to ask you: Is not inflation one of the most 
ruthless forms of taxation we can have? ; 

2 


Dr. Kine. Yes, one of the most ruthless and destructive, because 
| 


inflation steals away the savings of the thriftv. Thrift is the motivating 








dor 
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force of progress Without thrift you have no capital as Adam 
Smith long ago pointed out, and without capital you have no progress 
Without capital we would have the same wages that we had vears 
vo, one-fifth of what they are now. It surreptitiously steals away 
the savings of the thrifty 1 think it is one of the worst kinds of 
axation you can Imagine 

Nii REED Would vou not Say that we are ina pe riod of inflation 
now 

Dr. KING I would say fortunately inflation has not as vet amounted 
to anvthing It is very threatening in the offing It has not really 
rot anvwhere up to the present time 

Mr. Reep. Would you say thus far production has 
educe the dangers of inflation? 

iy KING Yes 

Mr. Reep. Production is one of the answers to inflation, is it not? 
Dr. Kine. If production goes up as fast 


tended to 


as the currency supply is 
nereased, there will be no tendency for the price level to rise unless 
velocity changes. Velocity has been running up recently as it does 
auring a boom That is not serious, because when the boom is over 
it comes down. 

Mr. Reep. According to this article I have here, in 1939 the 
deposits in the banks were $36 billion: In May 1950, the volume of 
money was $109 billion. At the end of December 1950, it increased to 
$117 billion. If that continues, it is going to have some effect on prices 
is it not? 

Dr. Kine. Yes, if it keeps on running up. The bank deposits have 
been running up rather steadily ever since the beginning of 1943 and 


O44 Phe pocket book money has not changed very much It has 
been fairly stabl But that is a minor part of our currency and not 
a major part The bank deposits have been edging up and if they 
ceep on at the present rate they will become serious. I do not think 


that any country that has balanced its budget has had serious trouble 
om inflation 
Nh REED Napoleon was able to steal enough from other countries 
to really pay his war bill as he went along. Consequently, they did 
have very much inflation during the French war 
Dy King No Hy Wit asked when he took over il they could not 


print just a little money. He had seen what they had done during 
the French Revolution. He said, “No, anyone who prints any 
noney will do it ove! my dead body There will be no inflation while 
lam ruling.” And there never was, as 1 understand 


\MIr. Reep. As a matter of fact, it is well established, is it not, that 
nture capital, outside of what the corporation is able to save in the 
wav of profits, has to come from the savings of the higher brackets? 
Lr. King. Most of the saving in the United States has been by 
people having incomes of over $5,000. The very high brackets used 


to save very high percentages of their incomes and invest them in 


rprise Recently they have not been able to because the Gov- 
ment has taken their income 
Nii Reep. | introduced a bill some time ago on the theorv that if 
we reduce some ol th higher brackets. we would get just as much 
yenue and we would ret more expansion of industry ana enlarge - 
Crit of our pavrolls 
Dr. Kine | think there is no doubt about that The more capital 
pands the more pavrolls expand History of the past shows that 











644 REVENUE REVISION OF 1951 


industrial production has been increased almost entirely by capital 
expansion and that the people who draw wages have always been the 
prime beneficiaries of all industrial expansion. They are the ones 
who get the bulk of the gain. 

Mr. Reep. I think you made the direct statement that your posi- 
tion is quite opposite to that of the witness who appeared here this 
morning. 

Dr. KinG. Quite opposite, because I think the policy that I advocat« 
would be far better for the wage earners of the United States thar 
would be the policy which he advoeates. Of course each is entitled 
to his own opinion, but I think we will benefit the wage workers fa: 
more by my policy than by his. 

It seems to me that the history of capital formation is perfectly 
clear: if vou tax the money away from a man, ther Is ho very goo 
way he can invest that same money in enterprise. It just cannot b 
done 

Mr. Reep. I think Madison said that our economic system wa 
based upon the varying capacity of men to use and own property 
That is a rather sound statement 

Dr. King. [think so. I think practically all the founding fathers 
both on the Federalist and Republican sides—members of the States 
rights group were called Republicans in those days and not Demo 
crats—agreed that private property had to be protected. I do not 
think there was any divergence at all between Jefferson and Hamilton 
They all took it for granted. They did not think that there was anothe: 
rule that would work at all 

Mir. Reep. There was no difference of opinion on that subject 
among the foundling fathers? 


Dr. KIN None at all in the accounts I have read. Thev looke 
at it from the same point of view 

Mir. Reep. Thank you very much. I have enjoved your preset 
tation 


The CuatrrmMan. Mr. Granger 

\Ir. Grancer. Professor King, vou are representing an organiz: 
tion by the name of the Committee for Constitutional Government 

Dr. King. That ts correct 

\Ir. Grancer. What is the extent of that organization? 

Dr. King. That organization is devoted primarily to trving t 
further the cause of economic freedom in the United States and ad 
herence to the fundamentals of the Constitution. 

Mr. Grancer. What is the extent of the organization? Natior 
wide? 

Dr. King. Our organization does not have membership at all. | 
is not a membership organization. It is merely made up of a boar 
of directors, and we have many thousands of contributors all over th 
Nation who contribute funds. We spend about half a million a yea 
that we take in from contributions and sales of literature in th 
cause. It is not a membership organization. 

Mr. Grancer. In other words, The Committee for Constitution: 
Government is just a name? 

Dr. Kina. I do not know whether you would call it a name or no! 

Mr. Grancer. No members belong to it? 

Dr. Kine. Just the members of the board of directors, about 15 

Mr. Grancer. Is this the committee that Joe Kamp belongs to? 
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Dr. Kina. No; Joe Kamp has no connection at all with this 
ommittee. 

Mr. GranGer. I came in late; so I have not read vour statement 

t m your opinion ts there anything that this committee is doing 

levving taxes that is unconstitutional? 

Dr. Kina. Not that | am aware of 

Mr. Grancer. You do not approach it from that angle that tax- 

on in any of the forms that we have devised to raise taxes is 
nconstitutional? 

1D) KING No: | do not have knowledge ot anv taxes that are 

constitutional 

The Cuarrman. Mr. Jenkins 

\ir ar NKINS Ir King | appreciate that vou are a Inman w 

at reputation on matters of taxation l am glad that vou have 


th a 


before this committee Let us take vou! CONCLUSIONS In 


] 


conclusion No. 1, vou sav that vou favor lowering all the in 


tax rates on personal incomes in the upper brackets to 45 pet 
nt. Then vour No. 2 conclusion fits right in with that: does it 
raise the curre! taxes on other individual incomes noticeabl 
What does the word “noticeably” mean? 


Dr. Kine. You would have to figure out, if vou exempted the 
ested savings, how much vou would have to raise taxes on the r 
miming income to offset the loss of revenue 

Nii JENKINS You would combine all the taxes both corporate 


personal hn Vout Nos | ana 2? 
‘ey KING | would substitute for thre corporate meome tax this 
tem of excise taxes, either uniform rate or varvinge rate. to raise 


nh more mone, than vou vet from corporate income tax now 


Mir. Jenkins. Your philosophy is that vou raise evervbody’s i 
taxes after vou allow a reasonable exemption, a family exemp 
raise them all up on the theory that it is from the lower and 
le brackets that the revenue comes from any way? 

ey KING That vhere the revenue comes from That would 

} . | 


tile decline which Vou would have if vou exempted invested 


JENKINS You would abolish all ‘orporate mcome taxes on 
theory, in conelusions 4 and 5, that vou are going to levy exciss 


and that means on things that have been manutlactured and 


‘ 


iHactured principally by corporations? 

Dr. Kine. Yes, si 

Nii ar NKINS That is the Wav vou get the corporate taxes that 
would otherwise get by levying a tax on profits? 

Dr. King. That is right 

Mir. Jenkins. You think that, because the tax would be passed on 

the consumer, you would raise the tax anyhow through an excise 

Dr. Kine. That is correct 

Mir. Jenkins. Of course the liquor and tobacco excise taxes you 

ssily more or less as nuisance taxes? 

Dr. Kine. That is right 

Mr. Jenkins. You sum your taxes all up in personal income, excise 
nuisance taxes? 

Dr. Kine. I think that would be about what I would agree to, yes, 
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Mr. Jenkins. Thank you. 

The Cuarrman. Mr. Simpson 

Mr. Simpson. Dr. King, do you have a manner of measuring th 
degree of inflation we have today? By that | mean the valuation o 
the dollar 


Dr. Kine. Yes. Inflation means, according to the Committ 
on Economic Accord, an increase in the supply of circulating mediun 
which tends to raise the price level. If your supply of circulating 


medium does not run up any faster than the volume of trade, it ha 
ho te nden VY to raise the price level . and hence, strictly speaking, ther 
is no inflation, even though the supply of circulating medium may 
have increased. Now in recent months that is exactly what ha 
happened. The supply of circulating medium in recent month 
has increased but has not increased any thing like as fast as the volum: 
of trade. Hence | would say, strictly speaking, we have had nm 
inflation in recent months. We had tremendous inflation durin 
World War I] 

Mr. Simpson. Now where does the unbalanced budget come into 
the picture? 

Dr. King. Fortunately they have recently been keeping the budget 
fairly well near a balance, and the Secretary of the Treasury has beer 
getting rid of some of his indebtedness Lo the banks. You will 
find that discussed in this little stryp I handed you dealing with th: 
argument between the Secretary of the Treasury and the Federal! 
Reserve Board. The Secretary of the Treasury has been getting rid 
of some of his indebtedness to the banks and has been offsetting th: 
increase in bank loans, doing as good a job as he can up to date, | 
would say, along that line. The argument is whether he can continu 
to do it or not He has been doing a very cood job so far. If he Cal 
continue, that is fine. 

Mr. Simpson. A very major part of the basis of the request for th: 
$16 billion that we are asked to raise now has been to stop inflation 
That is one of the arguments that has been used. If we give him th 
$16 billion and thereby balance the budget, will that stop inflation? 

Dr. Kine. I think that willstop inflation. If vou keep the budget 
balanced, vou will not have to worry in the least about inflation. 

Mr. Simpson. Between 1939 and the present day the dollar has 
been devalued? 

Dr. King. Yes, about half. 

Mr. Simpson. Is that by reason of the unbalanced budget? 

Dr. King. By reason of the unbalanced budget entirely, the onl 
reason 

\Ir. Simpson. But the rate has accentuated in recent months; 
that correct? 

Dr. Kine. The velocity of money has run up in recent months 
That is not serious. It just wobbles along like this in a series of 
waves, 

\M[r. Simpson. Do you not recognize as serious that 50 percent 
devaluation we have had already? 

Dr. King. Between 1939 and the end of the war it was very seriou 
indeed—very serious inflation. I was talking about the last few 
months since the beginning of the trouble in Korea, not since th 


beginning of World War Il. 
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Mr. Srmpson. Now to the extent that the taxes we impose, as 
suggested by the Treasury or as the committee may work out, his- 
torically, is it not fair to conclude most of them will be passed on to 
the consumer? 

Dr. Kine. Yes; I think so 

Mr. Simpson. Of course, under the price-control system, Mr. 
DiSalle told us, as I recolleet, the frozen price of every item on which 
an excise tax would apply would have to be raised to take care of the 
excise tax. 

Dr. Kine. I am inclined to believe that controls always have been 
and always will be a complete failure as far as holding prices down is 
concerned They have been tried for thousands of years In many 
different countries, and | think there is no evidence that controls in 
any country have ever a tually held the price level down at all I 
do not think the controls during World War II had any effect on th 
general price level. They kept down prices of a few things, but 
prices of other things went up proportionately enough to offset them. 
So that controls are inefficient when applied to the whole system 
They merely keep down the prices of things the controllers put most 
energy on, but the other things go up more than they would otherwise. 
So that price levels during World War II were not affected at all 
through controls 
4 Other countries have had exactly the same experience Controls, 
if the enforcement is at all vigorous, always gives rise to black markets. 
The result is that the trade goes into the black market, and regulated 


prices become il joke \]] you could control satisfac torily during the 
last World War were BLS price statistics. Their enumerators took 
the prices In the stores The merchants did not dare to quot the 


prices actually charged 
Nii SIMPSON What was the national income heure to which you 


7 *) 
referred? 


Dr. Kina. It is $232 billion, the last figure 


Mr SIMPSON Now tis against that, aiter certain ad) Istinents, 
that our tax rates will be levied? 

Dr KING. Yes 

Mr. Simpson. Do you want to see that $232 billion jump up 
rapidly? 

Dr. Kine. | would like to see the $232 billion increased only so fast 
as production mcreases lf production increases, then it ought to 
increase 


Mr. Simpson. You include in “production” war equipment and 
things of that nature? 

Dr. King. Yes; because war equipment is merely subtracting man- 
power from peacetime equipment. 

Mr. Simpson. Do you mean by that Government spending? 

Dr. Kine. Well, physical production. By physical production, | 
mean quantity of physical goods turned out. Now production of some 
things, such as airplanes, I know. are hard to measure 


Mr. Simpson. You mean that Government spending would be all 
right to stay within a balanced budget? 

Dy KING. Yes: the Government has to spend In wartime CGiovern- 
ment spending is bad if it is for wasteful purposes. But we have to 


win the war: I take it no one disagrees with that. 
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Mr. Simpson. Is it possible to measure the amount of inflation that 
is involved in that $232 billion? Is it 45 or 50 percent, something 
like that? 

Dr. Kina. If you figure it in dollars of 1939, it would be roughly 
just about one-half that. The price level has roughly doubled sinc 
1939 

Mr. Simpson. You do agree that a balanced budget now is essentia 
to help stop inflation? 

Dr. Kina. It is the only way anyone has ever discovered that can bi 
depended upon to stop inflation in the long run. Mr. Snyder and th: 
Federal Reserve Board, by manipulating the bank-held debt, can hold 
it in check temporarily, but if you keep on with an unbalanced budget 
there is nothing they can do to prevent inflation. 

Mr. Simpson. Was there an unbalanced budget in 1945, 1946, 1947 
and 1948? The principle was wrong there; was it not? 

Dr. Kina. Yes; absolutely. 

Mr. Simpson. That unbalanced budget in those vears back to 1939 
during the period of the war and so-called prosperity, IS the principa 
reason that we now have the inflation facing us today? 

Dr. Kine. Yes; almost entirely the reason 

Mr. Stupson. Thank vou, sir. 

The CuarrmMan. Mr. Curtis. 

Mr. Curtis. How much of a lag is there between the time inflatio: 
is felt by the people and the unbalanced budget? 

Dr. King. How much of a lag between the two‘ 

Mr. Curtis. Yes. In other words, let us assume we went throug! 
a period of a balanced budget for a number of years and then th: 
budget becomes definitely out of balance; when will the inflation begin 

Dr. King. I think the lag probably is a week or maybe a month 
something like that, not enough to measure in statistics. The twe 


? 


ro along almost simultaneously 


Mr. Curtis. Does it begin the minute the policies are determine 
that are going to lead to an unbalanced budget or when the expend 
tures are actually made from the Treasury? 

Dr. King. The inflation usually occurs when the expenditures ar 


made from the Treasury. That is when the Treasury spends mone, 
it has to have something in its checkbook. It has to have a balan 
somewhere [t pays out money that it has gotten hold of either by 


printing, borrowing, or taxing; it pays that out and it pays it to 


someone, some individual or corporation, and the recipient immed! 
ately pays it to somebody else. If the Treasury pays out money that 
it has not taken way from somebody else, that is new money going 
into circulation and it adds to the demand for goods very promptly 
because the fellow who gets paid for airplanes or something of that 
sort does not keep the proceeds, but pays the money out to his help 
or to his suppliers. So, it affects the demand for goods at once, as 


soon as the Treasury pays it out, unless the Government takes the 


money from someone else. 
If this month the Treasury takes away $1 billion from taxpayers 


and pays out $1 billion, there is no tendency to inflate the currency; 


there is no new currency to raise prices or increase demand in any 
way, because it has taken out $1 billion and paid out $1 billion. If it 


creates the $1 billion by inflating the currency, borrowing from the 


+m 





REVENUE REVISION OF 1951 649 


hanks, or printing money, then it adds to the demand without affecting 
t A Dp 


the 


supply, and that makes the prices go up. That is inflation. 


Mr. Curtis. Do you concur in the notion that seems to be popular 


i 


n some quarters that corporate income taxes really do not affect the 
| ‘ 


rank and file of the people? 

Dr. Kine. I think the evidence is rather clear. You have pushed 
orporate income taxes higher, and still, as you were told this morning, 
corporate income is very good. Now that could not possibly be true 
if they had not pushed up the prices of their products and gotten the 


Ded 
peo] 


le to buy their products. 


Mir. Curtis. In other words, the management of a corporation has 
voal of so much income after taxes: is that right? 


1) 


r. Kine. Yes 


\ir. Curtis. Now if the normal and surtax on corporate profits is 


“=f 
eOxXxce 
1? 
COLLE 
that 
1) 


d to 55 percent, as the Treasury recommended, disregarding the 
ss-profits tax, the management of a corporation will have to 
‘t about $2.21 in profit to have a dollar profit after taxes; 
right? 

r. King. That is right 


Mr. Curtis. In other words, it is in the nature of a sales tax passed 


t 


1) 


rriiic 
it i 


lhe 


th, 


7 


D; 


profi 


eres 


o the consumer; is that right? 

r. Kine. It is not as direct but it affeets the consumer in very 
h the same way, because all the competitors are in the same fir 
v say, ‘‘We cannot operate; we cannot make any profit,’ and so 


will have to raise their prices to make any set profit. They are 
the same boat. So they will all push up the prices. It affects 
net result, then, very much like the surtax would, except it is 
inan awkward way. It penalizes the most efficient corporation 
because they ire the ones who ret soaked The inefhicient 


will not get soaked as heavily; so it penalizes efficiency 


CURTIS It has to be borne by the corporation's customers oO! 
ro out ot business 
! KIN« Yes that - right They cannot operate W thout 
Curtis. Is it our view that, if corporation taxes were rreatly 
read or abolished corporation profits on the basis of business 


would fall? 

KING | think that if you were to transfer the taxes over to 
sales of a corporation in place of their profits, vou would rais 
tly the same amount of money It would not affect the level of 


es at which the corporation sold; it would not affect their profits 


much, but it would help efficient corporations and hamper 


ficient ones 

Mr. Curtis. My question is: Would the corporation profits con- 
tinue the same or would they fall, based on the amount of business 
done? 

Dr. Kine. Probably about the same. I think the total corporate 


ts would be very much the same as they are now. They might 
se somewhat because the efficient corporation would get more 


business and the inefficient one less, and that might boost the total 


profi 


ts somewhat, only by increasing production. 


The CHarrman. Mr. Mason. 


M 
1) 


r. Mason. Dr. King, vou are a great stimulator of thought 
r. Kine. Thank you 
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Mr. Mason. You say that a balanced budget is the primary thing 
the most important thing, to stop inflation. That is correct; is it not? 

Dr. Kine. That is correct. 

Mr. Mason. Now then we can arrive at a balanced budget by 
levying $16 billion extra in taxes, the President says, or we can arrive 
at a balanced budget by levying, shall we say, $8 billion in additional 
taxes and cutting down $8 billion in nonessential expenditures. Each 
of those programs would arrive at a balanced budget and head ofl 
inflation? Which is preferable? 

Dr. Kine. To cut down all the unnecessary expenses. A large part 
of the expenses—that is, these unnecessary expenses to which you are 
referring—are used to further socialism, put Government in control; 
and I think that Government control of business is inefficient as com- 
pared to private industry. I think the history of the world indicates 
that. I am in favor of cutting out all these things that tend to put 
the Government into business. 

Mr. Mason. Now, Dr. King, if we can cut down on nonessential 
expenditures, $2 billion, $3 billion, $4 billion, $5 billion, whatever it 
is, then we should levy enough additional taxes, whether it is $6 
billion, $8 billion, or $10 billion, to balance the budget; should we not? 

Dr. King.- Absolutely. 

Mr. Mason Those two things must go together? 

Dr. Kina. Right. 

Mr. Mason. During World War II we had OPA, and so forth; what 
I term “artificial controls.’”’ Those artificial controls went directly 
contrary to economic laws which are the natural controls; are they not? 

Dr. Kine. Prices determined by free competition give vou the best 
controls that have ever been discovered up to the present time. 

Mir. Mason. Whenever you put on artificial controls, in most 
instances, while you may have a temporary effect, in the long run you 
are going against the natural economic law of controls which really 
brings about catastrophe; does it not? 

Dr. King. You always get shortages. You get shortages and black 
markets. You never get from price controls the result you think you 
are going to, and when you set out to control another man’s business 
why you will be just like I am. I may be sent out to control som 
business that I do not know anything about. Now, of course, I may 
think that I am pretty smart, and all that. But, if 1 were to go out 
and control Mr. Jones’ steel business, | would make an awful mess of it 
I do not know anything about his steel business. The other man sent 
out to control does not know anything about it. You take a man lik: 
Mir. Wilson, a brilliant man in the electrical industry; that does not 
mean he knows anything about all industry. 

Mr. Mason. Dr. King, your recommendation that we limit the top 
tax to 45 percent and that we remove corporate taxes entirely is an 
intriguing thought, because in 1945, when we passed the tax reduction 
bill and threw off excess profits, cut taxes some $6 billion or $7 billion 
in the face of a $21 billion deficit, we actually took in more money in 
the Treasury“after that and ended up in 1948 with a balance of 
$8 ,400,000,000. That proves your case, does it not, from past history? 

Dr. Kine. I think that, in general, the more restrictions you take 
off, the more production you get, and if you have more production and 
maintain a uniform rate of taxation you will undoubtedly get more 
revenue, 
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Mr. Mason. I have just one more question. Where is the danger 
point in levying taxes? When we take, say, 25 percent of the national 
income in taxes? Is that the danger point, or can we go past that? 
What is the history of other nations on the danger point in levying 
taxes? 

Dr. Kina. I just read a few days ago an article on that by Colin 
Clark, the English economist, where he fixed it at 25 percent. I must 
sav, however, he did not make a very clear case on that. I doubt 
there is any such percentage. If you take a very poor country and 
vou levy the tax at 10 percent, you might Start a revolution, because 


t would mean starvation for a large part of the people. In the 
[Tnited States, as I said a while ago, the average workingman earns 
five times as much in real income as did his great-grandfather. So 


that under those circumstances, you can obviously put on a much 
higher tax rate without promoting arevolution, or anything serious, 
than you could In a plac e where some people would Starve to death. 
If you tax away 20 percent of the income of the people of India, you 
probably sentence 10 percent of the people to starvation. Naturally 
they would not like that. If vou take away 20 percent of the income 
of the typical American workingman, he merely says, ‘Well, I cannot 
vet that television set,’’ “I cannot have a new car,” and various things 
of that sort. That is not nearly as bad. 

Mr. Mason. The only proof the gentleman in Australia offered was 
past history? 

Dr. Kine. That is right 

Mir. Mason. That is not too good proof, because conditions change? 

Dr. Kina. Yes. 

Mr. Mason. Now, then, you say that we are now getting in wages 
five times as much as 100 years ago? 

Dr. Kina. Per hour, in real wages. 

Mr. Mason. In real wages? 

Dr. Kine. Per hour. 

Mr. Mason. Let me tell you that 50 years ago I worked in a cement 
mill, and I worked at the rate of 15 cents an hour. In that same 
cement mill right now in my own town they are getting $7 and $8 for 

6-hour day. That is about 10 times the amount of 50 vears ago. 
But in that day I could buy a 10-cent piece of good beefsteak which 
was enough for my wife and me. Now Ido not know whether I can 
buy enough for my wife and me. ‘That is the difference. 

| think you are on sound ground, Dr. King, and I compliment you 
ipon presenting a sound argument. 

Dr. Kine. Thank you very much, Mr. Mason. 

The CuarrMan. Mr. Kean. 

Mr. Kean. You have emphasized very much the need of balancing 

e budget to prevent inflation. Now, Mr. Eric Johnston when he 

me before us, in answer to a question by me, stated that in order to 
prevent inflation the only important thing was to balance the cash 
budget; it did not matter so much about balancing the regular budget 
Do you agree that to prevent inflation the really important thing is to 

uUnce the cash budget wh ( h Is about $4 billion less than the othe l 

Dr. Kine. I am not quite sure that I get his meaning. Did he 

in that the post pone d payvinents that Vou do not have to meet now 


‘ 


( d be eliminated? 
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Mr. Kean. The difference between the cash budget and the regula 
budget is that there are certain trust funds, for instance, and the mon: 
from certain taxes goes into these trust funds. For instance, the soci: 
security fund, there is $2,700,000,000, sav, collected for social securit 
today. Iam not sure about the figures. They are only paving ou 
some $700,000,000, so the Government is taking in in revenue from th 
people about $2 billion more than it actually is paying out. Now m 
thought is, and I rather agree with Mr. Johnston from the point of vie. 
of inflation, that the important thing is to see that the Government 
income and outgo is the same and that the technicality of adding c 
tain amounts to the trust fund is not necessary from the point of vir 
of inflation. 

Dr. Kine. I think from that standpoint you are correct. It is on 
the money that the Government pays out that inflates the curren: 
If it goes through social security, it is paid out. 

Mr. Kean. It is not paid out for a good many years. 

Dr. King. The current payments, I mean. It is the money that 
paid out that increases demand Whenever a corporation or thd 
vidual gets a check from the Government it is spent for somethin 
and that pushes up demand. Unless an equal amount is taken awa 
from the people, there is more demand than there was before, and s 
the prices will rise. I think that analysis is correct 

Mr. Kean. That is what I felt, and I am glad you agree with n 

Dr. Kine. That is right. 

The Cuarrman. If there are no further questions, we thank vo 
Dr. King, for vour appearance and the information you have given t! 
committee 

Dr. Kine. Thank you, Mr. Chairman and members of the co 
mittes [ appreciate very much this opportunity to appear befo 
Vol 


Mr. King filed the following as part of his statement: 


INCOME-TAX RATES AND REVENUES 


An Anarysis or THerr RELATIONSHIPS 


Rv Willford I Ail economies professor emeritus, New York University 
rmer president of the American Statistical Association 
AT TAX RATES BEST FILI NCLI \M’S TREASURY? 

Have un ever asked vourself whv Monte Carlo holds down to such mode 

e the percentage taken for “‘the house out of all the moneys risked o 

ett heel? Whvy do the managers of otteries content themselves with 1 
tract of monevs placed at risk? Whv do the pari mutuel operator 
ace tracks set aside for themselves but a smal portion of the monevs bet bv t 
rmatire ; 

lhe answer is that long experience has proved that too high a percentage of 
i the risk-takers cuts down volume of operation so seriously that, even wit! 

her rates, the total vield for “‘the house ” is reduced. 


Are the principles that limit the rate of the ‘‘take”’ for “the house,” in gamt 
equally applicable to income taxes extracted from businessmen? Every ti 
merchant or @manufacturer makes a purchase or puts men to work to prod 
goods, he risks the loss of a part of his capital. He takes the risk only beca 
1e believes that, in the long run, his profits will outweigh his losses. To the ex 
that his profits are absorbed by taxes, his chances of winning or coming out « 
are reduced, and his willingness to take the risks inherent in business diminis! 
At some point, as tax rates increase, he quits risking his own and his stockhold 
capital, profits disappear, Government tax receipts are diminished, and busi 
activity in new and old enterprise—the thing that makes jobs for workers 


re stricted. 


( 


H 


anding his socially desirable activities. The story goes that Calvin Coolidge 


nessmen today who, as executives and investors, function as the driving for 
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eavy taxes on additional rewards in higher brackets deter the executive from 
said: “If, on Monday, you tax a man 15 percent of his earnings, on Tuesday 
ercent, on Wednesday, 45 percent, on Thursday, 60 percent, on Friday, 75 
ent, and on Saturday take 90 percent of his pay, he probably won’t show up 
vork in the latter part of any week.” 

early, this represents approximately the situation confronting all s 








’ e 
ir economy Keeping these economically creative people at work—making 
work harder—is the biggest problem which our free enterprise societ\ TY 
ther kind of society) 1 t ve if it is to prosper 
st authorities have agreed that very high tax rates on uppe r-bracket incomes 
urtail production, but many have held that lowering the rates materially 
i reduce Government t enus o much that the problem of covering neces- 
xpenditures would become serious However, they have differed widely as 
y muck revenue would b t {ll opinions have been based upon guesswork 
wecomes Dr. Willford I. Kir in charge of statistics at New York University 
inv vears, and forme f le of the American Statistical Ass ation wit! 
vhich shows that lef e answer can be obtained from the figure 
1id Government p it st s of Income \W it doe he report 
he interested ran the fi. ng pages and finding out for x reelf 
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government confiseates the incomes of the wealthy it thereby slows down the prog 
ress of the average workingman 
The probabilities are that most of our legislators and fiscal officials do not syn 


vathize with the views either of the Communists, or of these victims of envy w! 
I ’ 
despise success Nevertheless, many such officials have felt it imperative 
maintain verv high tax rates on incomes falling in the upper brackets The pr 
; | 
is their feeling that s 


mary reason for this attitude on their part, doubtless, 
n order to raise the revenue imperatively needed by gover: 


taxes are necessary 1n 
the amount of revert 





ment Chev have assumed that, as a matter of course, 
secured increases roughly in proportion to the tax rates. Is this assumptio 

valid? 
Che assertion has frequently been made that low tax rates give yields approx 
those obtained by high tax rates, but, Ip to the present time 


r evidence. Statist 


such assertions ave not been support i by any convincing 
clans atte! gto eluc idate the facts ! connection have been hamper d 
tl level has changed, incon 


obstacle With the passage of time, the price | 
had a sharp upward trend, and our economy has been affected by huge cyclica 
movement Anv results obtained without eliminating the influences of t 

! could not be looked upon as reliable 
At last a wav has been found to rid the data of the effects of these unwa! 





forces Chis end has been accomplished by expressing income totals In the 
specti me brackets in terms of percentages of the national income Wi 
the data are thus treated, evclical, trend, and monetary influences affect bot! 
numerator and denominator of every tra yn, and hence are approximately cal : 
ce 1 out Fortunately, the figures appearing in the Federal document, Statistic ‘ 
of Income, for 1942, pages 236-240, furnish an adequate basis for an analysis 
In table I, the income totals for the various upper brackets have be« 
( erted to percentages of the national income 
In the same volume of Statistics of Income, information is given showing bot 
the effective tax rate and the tax rate applying to the highest segment of the 
con f ea is In charts 1-A to 1—G inclusive, the adjusted income figure 
ive been plotted as historigrams, and « the same charts are shown the varia 
( effective tax rates and ighest tax rates applying to 
a ia ( 
! i v! a glance at charts 1—A to 1 ve o see tha ere @X 
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t if na dec! ed s | The rere ces based ( cl 
1—A (y : e. confirmed 
J la 1 f ur lin r correla ni ween effec 
i we oT t i ( ae hes ppet ra 
| i oO give a ind categorical al er (4 i 
i ( ot nC | | P I il | » the 
id peop liliger and a revel 
I i Pe | ry i 1 1 i a « i 

















REVENUE REVISION OF 1951 











f gaining several | lr ton! t \ g take the ris} 
f sing what money he if fe it he Grove absorb 
come taxes most of a profits whe I i lat I \ sist upon his 
gy al | ses Vv ( mate ne W pe | ( £ put 
‘ oO v dul et Hy 1, i safer to 
} f i ‘ ‘ Whatever é ‘ | ( 
_ it 2 \ 2 ty t I tt té i I i f] i’ rate 
1u¢ arp iw i 1 na i ( 1UAaIS 
I ae i a Y CAPITAL AC i ! ra yw the 
ra { ta Classes oO! cit Way 
t i 1 1 
s gh tax ites te ike for we come e nex q ( 
i arises tax ra produ ) ‘ 
e greater ur i ow tax rates i! tnswW ) 
chat 3-A pA cius It s char i re | 
i as percenta f i al é ha rer p if 
us f the effectiv ax ra for the g ir and 2 i ediate 
ling Cwelve-it tem mo g mediar au ipplied to 
linates represé xx receipts. While connet 
il ire a bit rreg i re rai tr I, never! ‘ = Cc Lr 
on betwee effec é " s and come-tar is expressed as ] 
s of the na ma 
facts revealed | ‘ \ media es are ama g (Charts 3-—A 
vs that, in the $1,000,000 and over income cla 1 60-percent effective tax rate 
wtually tends to produce s revenue than that obtained by a 22-percent rate. 
In the $500,000 to $1,000,000 bracket, the 1 g median indicates that a 23- 
nercent tax rate gives as a eld as does a 56-percent te In tl $300,000 
£500.000 ineome ciass, t results obta ed bv a 26-percent effs ve tax rate 
are approximately t Sal i se given Dy a 50-percent rat In the $150,000 
$300,000 income clas a 26-percent effect tax rate produced as much 1 enue 
is did a 43-percent rat ( irt 3-E indicates that n the S100,000 $150,000 
ac Ke aising effec i i ) 19 t 32 pere t added practica I 
Government pturn at the 1 end lian 
i probal u lenta 
l he income bra $100.000. the effect ax rates ‘ + 
g 1942 never 1 e 28 percent; hence, tl ri liar 
s which reveal ¢ tendencies lo not « 1 above 22 perce 
Chart 3-F shows that a 2 er’ effective tax rate 1 about one-f r 
e revenue than dor Ll-percent rate Chart 3—G indicates that s-perce 
ive rate produces recely re than half as irge as those result y 
a 6-percent rat evidence, therefore, points to the conclusion tha 
g the income-tax rate nd » produce additional r le, provided that 
Tec ve rats sn | lt above 21 per nt 
H ever, the rate rises to a level somewhere in the neighborhood of 21 to 
2 ent the yield rea 1 maximum, and, from that point « ncreasing the 
1dds little or notl t lreasury receipts 
ay eem that a 25 erce eff tive tax rate 1s too low to lesst noticeably 
man’s endeavors t ncreas s incom However, it must be remembered 
the -percent eff e rate is computed by dividing the total tax paid by 
total income TI iverage rate is very different from the rate applying to 
hi bracket of tl lividual’s income—and it is this marginal rate which 
as a deterrent to further effort For example, in the case of a person having 
510,000 net income above exe ptions, the effective 1947 tax rate on that income 
lv 25.1 percent, bu I ix rate on anv income acquired in addition to 
S1O.000 is 38S percent It t 38 percent W h is co idered by the man 
vhether to wor irder or play more golf 
ur DI eink : ther effect , rat VV effect a 
! 1 $200,000 74.5 percent, t tax rat ent 
i IN l i ’ eres ( ’ I very 
i il i T 
of e fa i} t see ng 
| 1 t ra 1 the 
ry ‘ | r 7 fa) 
| po atio It, t ears that 
i rat al d tL i. ed | t il 
lefended o | | that 








656 REVENUE REVISION OF 1951 


CHART 1-A 

HOW INCOME-TAX RATES HAVE AFFECTED 
THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
INCOMES OF $1,000,000 AND OVER 
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CHART 1-8 
HOW INCOME-TAX RATES HAVE AFFECTED 


THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
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CHART 1-C 
HOW INCOME-TAX RATES HAVE AFFECTED 
THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
INCOMES OF $300,000 —_— actin $500,000 
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CHART 1-D 
HOW INCOME-TAX RATES HAVE AFFECTED 
THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
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CHART 1-E 


HOW INCOME-TAX RATES HAVE AFFECTED 
THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
INCOMES OF $100,000 AND UNDER $150,000 
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CHART 1-F 


HOW INCOME-TAX RATES HAVE AFFECTED 
THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
INCOMES OF $50,000 AND UNDER $100,000 
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CHART 1-6 


HOW INCOME-TAX RATES HAVE AFFECTED 
THE PERCENTAGE OF THE NATIONAL INCOME 
ACCRUING TO THOSE INDIVIDUALS RECEIVING 
INCOMES OF $25,000 AND UNDER $50,000 
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CHART 2-A 
HOW THE PERCENTAGE OF THE NATIONAL INCOME 
GOING TO INDIVIDUALS HAVING INCOMES OF 
$1,000,000 AND OVER 
HAS BEEN AFFECTED BY 
THE AVERAGE OF THE INCOME-TAX RATES 
LEVIED FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 2-8 
HOW THE PERCENTAGE OF THE NATIONAL INCOME 
GOING TO INDIVIDUALS HAVING INCOMES OF 
$500,000 AND UNDER $1,000,000 
HAS BEEN AFFECTED BY 
THE AVERAGE OF THE INCOME-TAX RATES 
LEVIED FOR THE GIVEN AND TWO PRECEDING VEARS 
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CHART 2-C 


HOW THE PERCENTAGE OF THE NATIONAL INCOME 
GOING TO INDIVIDUALS HAVING INCOMES OF 
$300,000 AND UNDER $500,000 
HAS BEEN AFFECTED BY 
THE AVERAGE OF THE INCOME-TAX RATES 
LEVIED FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 2-D 


HOW THE PERCENTAGE OF THE NATIONAL INCOME 
GOING TO INDIVIDUALS HAVING INCOMES OF 
$150,000 AND UNDER $300,000 
HAS BEEN AFFECTED BY 
THE AVERAGE OF THE INCOME-TAX RATES 


LEVIED FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 2-E 
HOW THE PERCENTAGE OF THE NATIONAL INCOME 
a GOING TO INDIVIDUALS HAVING INCOMES OF 
: $100,000 AND UNDER $150,000 
; HAS BEEN AFFECTED BY 
i THE AVERAGE OF THE INCOME-TAX RATES 
; LEVIED FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 2-F 


HOW THE PERCENTAGE OF THE NATIONAL INCOME 
GOING TO INDIVIDUALS HAVING INCOMES OF 
$50,000 AND UNDER $100,000 
HAS BEEN AFFECTED BY 
THE AVERAGE OF THE INCOME-TAX RATES 
LEVIED FOR THE GIVEN AND TWO PRECEDING YEARS 























t SES} S388 43353 35355 BRST ES ; ; Frtshipottitin tent 
| + 

y 32.14 F 
vv i t 
: 
y 194 “4 
~ $+ + 

fF iy a rete ki | Teg Saget eee =f rr | t 

? ! eeig SSS ESSE E0235 TEs LOSS Tees UES SR ON SR BESS SRE 4 ; en SxS ie eS: 


¥ 2+ val PERC Mecias Metron AES cet: oes Se SER eer EE pit eer 


| @itap AG aftr ete te AO NE ee I ES I Sve 





$ . , . + > + + + t + . + + . +--+} 








ouadt: | Tes RO. Bee ses ew sem oe ew fs ee 
S 08 en gue 
© ‘ + trode fe tH tt t 
5 + i 
E: 
° 33 ; sith Sense tenes ; ; $2: 
a 06 














REVENUE REVISION OF 1951 669 


CHART 2-6 


HOW THE PERCENTAGE OF THE NATIONAL INCOME 
GOING TO INDIVIDUALS HAVING INCOMES OF 


$25,000 AND UNDER $50,000 
HAS BEEN AFFECTED BY 
THE AVERAGE OF THE INCOME-TAX RATES 


LEVIED FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 3-A 
PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 
$1,000,000 AND OVER 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 
AS MEASURED BY THE AVERAGE 
FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 3-8 
PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 
$500,000 AND UNDER $1,000,000 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 
AS MEASURED BY THE AVERAGE 
FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 3-C 
PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 
$300,000 AND UNDER $500,000 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 
AS MEASURED BY THE AVERAGE 
FOR THE GIVEN AND TWO FREED VEARS 
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CHART 3-D 


PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 
$150,000 AND UNDER $300,000 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 
AS MEASURED BY THE AVERAGE 


FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 3-E 


PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 
$100,000 AND UNDER $150,000 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 
AS MEASURED BY THE AVERAGE 
FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 3-F 
PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 


$50,000 AND UNDER $100,000 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 


AS MEASURED BY THE AVERAGE 
FOR THE GIVEN AND TWO PRECEDING YEARS 
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CHART 3-6 
PERCENTAGE OF THE NATIONAL INCOME 
EXTRACTED FROM INDIVIDUALS HAVING INCOMES OF 


$25,000 AND UNDER $50,000 
BY VARIOUS EFFECTIVE INCOME-TAX RATES 


AS MEASURED BY THE AVERAGE 
FOR THE GIVEN AND TWO PRECEDING YEARS 
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The realized national income and the percentages thereof going respectively 


to persons n each of the ipper-income brackets 
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TABLI I] In ome-tar revenue derwwed fram persons 


n the respective higher nco 





bo ckets exrpre ssed as percentages of the national wncorme 
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This form makes evident the fact that the price level varies directly with 
total amount of circulating medium and with the velocity of circulation 


varies inversely with the volume of trade. Experience shows that V’’ and 


have a strong tendency to move up and down together, and that,, therefor 
the general price level, tends to vary directly and proportionately with M’’ 
total quantity of money and demand deposits; in other words inflation of 
tends to make the price level rise, and deflation of M’’ tends to make the | 
level decline 

No practicable method of controlling either V’’ or T' has ever been discov 
but, since price fluctuations caused by variations in those two quantiti 
usually minor, they can be offset by manipulating M’’. It follows that th 
simple and feasible way to control the price level is to regulate the size of ./ 





BORROWING S EFFECT ON THE VOLUME OF CIRCULATIN( MEDIUM AND THI 
LEVEI!I 


In the United States, M’’ is made up mainly of demand deposits i 
Hence, when either private borrowing or governmental borrowing from 
causes demand-deposit volume to increase, prices tend to rise; when either pr 
parties or governmental authorities pay off their bank loans, M’’ tends to sl! 
and this brings about falling prices 

Since borrowing from anyone except banks cuts down the buying pow 

the same amount that it increases the buying power of the 
very little effect upon the total demand for goods—and hence 





At present, the Federal Government owes to individuals and private 


banking concerns some $113 billions, and to the banks some $96 billions. The 
volume of circulating medium in the United States, in other words M’’, is ar 
$120 billions. It follows that the Federal Treasury Department, by shifting 


from individuals to the banks, or vice versa, can influence the price level grea 
Suppose that, for example, it were to sell $40 billions of nonnegotiable bor 
the public and pay off $40 billions of its indebtedness to the banks. This w 


reduce .W’’ by about one-third, and prices on the average would tend to fa 





roughly one-third On the other hand, by borrowing another $40 billion 
the banks and using the proceeds to buy bonds held by nonbank owners, it 
raise the pr level approximately one-third. By such shifting of the Fi 
debt from banks to other holders, or vice versa, the price level can, hypothet 
by i t g i range so wide as to submeres ompletelyv a cou er 

I / I that might conceivabl ir 

FACTORS LIMITIN( rHt rREA RY S FINANCIAI ACTION 
Such beu the case, why does not the Federal Government always 

! r iting the price level instead of trving fruitlessly to control 
bv multitudinous regulations? The answer is that shifting the Federal det 
and forth between bank and nonbank creditors is by no means a simple pr 
The banks do not care t »accept payment ul til the Government’s notes or 
W thes ‘id fall du Furthermore, since the banks virtually manufa 
the ered ‘ h thev extend to government, they may be glad to lend it for 2 
cent per annul By contrast, private lenders, having to save to buy bonds 
demand 4 percent. Suppose, therefore, that the Secretary of the Treasury d 
to cut the price level one-sixth b selling $20 billions of savings bonds to the } 
and paying off $20 billions of the Government’s bank debt If he is compe 


pay an extra 2 percent interest charge in order to market the bonds, this wi 
an extra $400,000,000 of interest charges to be met each vear, and, if the 
is to be kept in balance, will call for that sum in additional taxes Since Co 


} 7 


is always loath to vote more taxes, and since the taxpayers are even mort 
to meet the new levies, it is easy to see why the Secretary of the Treasury is a 


to ld dow! e interest rates paid bv the Government on its obligations 


HIGHER INTEREST RATES VERSUS BORROWIN( FROM BANKS 


Partly because of the espousal by Government officials of unsound ec« 
theories, and partly because of the reluctance of the voters and their repre 
tives in Congress to adopt a pay-as-you-go policy, our Government, for as 
vears. has had chronic deficits and has therefore had to borrow more and 
Doubtless. by offering bigher interest rates, it could have covered all of its d 
bv borrowing from nonbank lenders. But, to have placed in private har 
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yillions borrowed from banks would probably have cost the taxpayers between 

$1 billion and $2 billion per annum in additional interest charges. On the other 

hand, it would have prevented the doubling of the price level which has occurred 

, doubling which has cost the thrifty members of our population not less than $200 
ns measured in dollars of present purchasing power. 

When Congressmen, fearing their constituents, fail to le ff 


I ievV taxes suiie 


the budget, the Secretary of the 


Treasury must take on the 
ta f borrowing the money to pay 


Government bills when they come due. If 
est charges run up, he must borrow still 


more to cover this additional cost. 


1e circumstances, it is not surprising that the present Secretary, John W 


~ ler, wanting to borrow as little as possible, insists on keeping interest rates 
fo accomplish this end asks the Federal Reserve banks to buy any 
which the Government cannot market at 2! percent President Trumar 


| the Federal Reserve Board members, 





KnHOW gy that rie iz lera Reserve 
i cannot buy Government |! I is without creating ie W ie! 4 | 1c pe Sits 
: inflating the curre ir Thev fear that Congress will not carry 
administration’s pay-as-you-go program, and that, as a result, the 
lreasurv will be required to borrow huge sums If this borrowing is from the 
banks, M the supply of circulating medium, will grow rapidly, the price lev« 
ot upward, and again the thrifty may be robbed of hundreds of billions 
hard-earned savings 
Moreover, the Federal Reserv Board members fee tha rie hay ber give! 
iw the responsibility of keepil the Nati S ¢ omy on a sound basis 
TI have found that, by putting restrictions o1 oO narket irgins and in- 
‘ ent sales, and by cutting the lending power o ber banks by raising eir 
requirements, by red ¢ their credit balances in the Federal Reserve 
banks, or both, the volume of member-bank loans, and theref ft ting 
| damnatte eam het ally Everv such red } 
fM or at least pre ar 
I } ww that ar eve latic é 
e portfolio t. rcula , 
V byt f they , . ito buv fror he Treas the | is W nh 
i ark elsewher I 1 portfolio will increase sh— 
, r off ts to stab ‘ ‘ Will be illified 
vi ee why pub pirited citizens like Jol W. Ss ‘ mas B 
e and Marriner 8S. I ‘ fer so radica es 
ra \ ch the Gs > pay « : l 
OT REA DESIR »>TAKE A 
" { ted S is of fd irs are rt 1 
amt g and and the chance taker f {Ti ‘ é 
ca afford a f nes imp ( g Le } 
ria le ~ i " former (Cx ressman Sa b. Pet - 
ed writer and ( rf ed a@ very | ra lesigned 
he penchant f " 1 chance—a trai v hic der present 
ids main| va " sery into a device for en raging thrift 
i this ingenious pila were put into operatio t might enable the 
of the Treasury to enlarge great sales of savings b is with 
terest rates thereor Here is an adaptation of Pettengill’s original 
erely in outline 
Secretary of the Treasury would be authorized |} law to sell, at $5 
t series Of numbered certificates with fractional bond coupon attached and 
exchangeable for a $25 savul bond payable 12 ur Phe I 
«© negotiable after 5 vears, but would not be « ible for s 
inv banks, and hence could not be used as collateral for a bank loa 
i would preve e bonds from ever bec g generators of 
i Secretary of the 7] usury would take $4.50 of the sale price of eac 
pay for the bond, and would reserve the remaining 50 cents for prize 


\ oon as 40.000.000 certificates were sold. a widelv advertised 


drawing 
announcing the distributi 


on Of $20,000,000 in nontaxable prizes. 
prize might be set at $1,000,000, This would leave $19,000,000 to be 
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distributed in a number of smaller prizes large enough to attract attention in cor 
ut the Nation. This sum would be large enough to permit t 


munities througho 


Living 


of 10 prizes of $100,000 and 20 prizes of $50,000 each, with $17,000,000 


smaller prizes If $5,000,000 of this were used to give 50,000 prizes of $100 


Cn h some one 1n 


attract local atte 


etry 
i 


to raise larg 
inflation of t 


each sizable community would gain a prize large enough 


ntion. Such advertising would stimulate coupon sales to a 
Nation-wide army of bond buyers and hence aid the Secretary of the Treasu 
is Of money at low interest rates without bringing about a 


e Nation’s money supply. At the same time, millions of individuals 


e 
would be induced to save 90 percent of what they would otherwise gamble awa 
cumulated would be very helpful to them in the future. 


and funds thus ac 
1. As SOOT aS 
10,000,000 would 
The fact that tl 
eral approval of M 


Irom a& menace 


be offered for sale. Ar d sO On 
e evils of gambling are so widely recognized s 


the first 10,000,000 coupons were disposed of, another serie 


hould lead to 


r. Pettengill’s unique plan for turning the desire to take a cha 


t 


to a device for encouraging thrift. Unless si 


yme such plat 


utilized to aid Secretary Snyder to float loans at a low interest rate, the confl 
the Federal Reserve Board may continue, and time alone 
1 public support, and what will be the final outcome. 


between him and 
tell which will wit 
If the c,overnn 


ent can approximately balance its budget, and if Mr. Snyder 


can actually market at 2% percent enough savings bonds to 
porary deficit, he can claim the laurels But if he cannot sell t 


requ red amount ¢ 


f such bonds but instea ! forces then ipon the 
1 Uy 


make up any te 


Oo the public 
Federal Reser 


banks, inflation will result, prices will climb, and the Federal Reserve Board 
members ca hereafter greet Mr. Snyder with an acrid “I told you so,.”’ A 
thrifty Americans will pay the piper. 


ring about better understanding of the financi: 


il problems ¢ 


vernment and the Congress—-how best to prevent inflati 


fy | { 
Distribute t tatement to vour associat and individuals i 
problet Your Congressmen and Senators may be interested 
\ , 
Write ree free copies prepaid anywhere; 12 for $1; 40 
eac! \ for | leral Debt Policy and Inflatio 
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) East Forty-second street, New York 17, N. F 


The CratrrmMan. The next witness is Mr. Benjamin A. Jay 
president of the Independent Investors, Inc., New York City. 

Will vou give your name and address and the capacity in wh 
you appear to the stenographer for the benefit of the record? 


STATEMENT OF BENJAMIN A. JAVITS, PRESIDENT, INDEPENDENT 


Mr. JAvirTs. 


New York City. 
I might say, Mr. Chairman, at this point, that | 


Mr. Mitts 


INVESTORS, INC., NEW YORK, N. Y. 


My name is Benjamin A. Javits, 630 Fifth Avenu 


understand Mr. Javits now appearing before us is the brother of 0 
distinguished colleague, Mr. Jacob Javits. 
Mr. Javirs 
tation today, | 
day morning. 


1 want to thank the committee for renewing its inv 


vecause I found it impossible to make 
They cut the plane out that I was on. 
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Independent Investors, Inc., is an association of small independent 
investors from all over the United States. The organization is in 
no way tied up with management or banking groups. All of its 
officers and directors are independent investors who are neither 
officers nor directors of corporations. 

The principal purpose of this organization is to make the American 
people aware of the little fellow’s stake in the Americar 


1 economi 
enterprise and to make the investor an active constituent of it There 
ar as manv investors throughout the United States as there are 
laborers and farmers; in fact, laborers and farmers themselves are 
investors. Its purpose Iso to so develop our relationship with 


Members of Congress and the Government that we may be he Ipful in 


representing the independent investors point of view, which too 
ts : ] 
oirvell S iacKihe. 

In this hour of stress, the co Intry needs all the revenue that it can 
get. We do not argue with that proposition. But we do wish to 
pres mtour views with resp tto (] how the money should by raised: 
and (2) the ways in which more revenue could be raised with fairness 
to all 


First, we are particularly concerned with the proposed revision of 
the capital-gains tax. Because it represents a confiscation of capital 
the capital-gains tax is, of course, wrong in principle. Property owners 
should have a right to exchange their property for other property, 
or even for money, without penalty. The capital-gains tax is a 
penalty on the freedom of exchange, and on the freedom of ownership 

I may say here that the prim iple on which the Independent Investors 
Association operates is that as you invade the right to own, so you 
invade the right to democracy, because the right to own a tangible 
is just as important as the right to own an intangible. In other words, 
American democracy is based upon the great freedom to exercise 


intangible rights and every nation that has invaded the angible 


rights of the citizens has destroyed their intangible rights 
Th 


1€ workingman who | bo ight a house, or built one, 20 years 
ago for, savy, $6,000 cannot replace that house today fo! less than 
$15,000 Therefore, it seems inreasonable to penalize him $2,250 
taxes when he sells the house. The same holds true for securities 
People who buy secur ; for investment shouid be considered as 
investors and not as buyers and sellers of securities. The capital- 
rains tax does not apply, of course, to dealers. But, quite aside 


| 

from this problem it has been shown by statistical studies that the 
Government could get far more revenue from a capital-gains tax of 
) percent, for example, than from the present one of 25 percent. 
lay we specially emphasize that no investor should be penalized 
or discriminated against on the basis of securities or property held by 
him prior to July 1, 1950, under the 6 months’ holding period section. 
l say that because if you amend the law in any way, if you should 
happen to raise it. which | hope you do not do, | believe that you 
should exempt from that increase those who have held that property 
prior to July 1, 1950, because il you do not, the people who sold their 
securities after July 1, 1950, and paid the 25-percent tax, would be 
preferred as against those who held their securities before that and 
did not sell. 

Security holders and other property owners who sold their property 
during the last half of 1950, and who had held it for 6 months, would 


\ 
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be markedly preferred if there should be any increase of the capital- 
gains tax in the new bill. 

We firmly believe that if Congress would reduce the taxes on capita 
gains to 15 percent and would shorten the period required of owne: 
ship to 3 months the Government would in all probability receiv: 
twice as much revenue as it gets from the present capital-gains tax 
We submit also that if the suggestions here made are followed th: 
revised law should include the following proviso: if, within a tria 
period, the total revenue from capital gains be not increased at least 
25 percent by dint of having reduced the tax rate to 15 percent, an 
the holding period to 3 months, then the capital-gains tax of 2: 
percent should be retained or even increased retroactively on all 
capital gains made during the period in which the 15 percent tax rat 
obtained. 

I do not know whether Congress has ever tried that or not, but tha 
is the fair way to try it. I think it will produce the revenue. 

Second, we believe that a general sales tax is the best means of 
raising pay-as-you-go income. We have no quarrel with labor 
point of view, nor the point of view of any other special interest 
group, but we do believe too much political emphasis has been placed 
on labor’s historic opposition to a general sales tax. By a genera! 
sales tax we mean moneys or the equivalent received for sales of good 
or services of any kind, nature or description with no exemption. 

Labor pays its full share of the taxes in any event. <A general sales 
tax would better indicate to labor how much of its work goes to sup 
port the necessary Government activities. It would also place in its 
proper perspective the position of the growing investor group in this 
country—particularly the annuitants, who, for the most part, ar 
workers. Unless the integrity of private investment is maintained 
and the principle of it is fostered, even during wartime, we are fightin 
a losing battle for the kind of economic system in which we want to 
Free enterprise must be supported by freedom to invest and to 


live. 
Labor in the aggregate today is our largest investor. Wal 


own 
Street is now becoming Main Street 

Independent Investors, Inc. offers its services and facilities in any 
way it ean be useful in the mobilization of the investors of Man 
Street These men and women are the owners of Wall Street. 

The CuatrmMan. Mr. Mills. 

Mr. Mirus. Mr. Javits, you were here this morning, | presum: 
when Mr. Ruttenberg of the CIO testified with respect to capita! 
gains? 

Mr. Javirs. Yes; I was. 

Mr. Miuus. To refresh your recollection as to what he said, tu: 
to page 10 of his prepared statement. There is such a divergen: 
between what he has to say and what you have said here about laborin 
people owning stock. I am wondering if the two statements a: 
irreconcilable, or if I am in error in concluding that there is a differen: 
between them 

Mr. Javirs. You mean between Mr. Ruttenberg’s statement a: 
mine? 

Mr. Mitts. I notice on page 10 he says: 

3 are a common source of income to the wealthy. For exam; 


less than one-half of 1 percent of the income in the lowest net income class con 


Capital gal 
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rough capital gains, while in the $500,000 class one-third of income is derived 
from capital gains. 
On the other hand, you say that the laborers themselves were the 
largest of the investors 
Mr. Javirs. That is true. 
Mir. Miuus. If the amount invested is small, the two statements 
could be correct then: is that right? 
Mr. Javits. Well, they are reconcilable. Confining it to the ques- 
tion of the number of investors, they are reconcilable 
Mr. Miuus. You referred to a number of investors with small 
mounts invested? 
Mr. Javirs. That is right. You take any of the first 10 large 
iblicly-owned corporations. Of course the largest is the American 
lephone & Telegraph; it has almost a million stockholders. 1 think 


(General Motors is the second largest It is quite inconceivable that 
there are 400,000 to 450,000 stockholders in General Motors who 
ive income of over $5,000 or $6,000 a vear There are hundreds of 
ho isands of stockholders in A T. X 2. and inh General Motors who 
vn from 1 to 20 shares of stock A good many buy them on the 


nstallment plan, especially with this mutual fund development of 
recent vears. 

Mr. Mrius. Tell me a little bit about the organization you repre- 
sent, Independent Investors, Inc. 

Mir. Javirs. It is an outgrowth of another organization which I 
oO vanized about y years ago with Mr. Forbes called the Independe nt 
League. About 2 years ago Mr. Forbes apparently made up his mind 
to permit management to get into the operation and control of the 
organization, and | felt that at some future time that would be very 
infortunate because any investor group that could be effective down 

re particularly would have to keep an integrity of its own and not 

subject to some Congressman or Senator making it appear or show 
hat it was a cat’s paw for either management or the National Asso- 
ation of Manufacturers or the United States Chamber of Commerce 
somebody else. 1 do not say that invidiously at all. Therefore I 
veloped this new organization. 
Mr. Muuus. Is this present organization one that deals directly 
th investors? 
Mr. Javirs. That is all, it deals only with the investors. Of course 
here are people who are members of it, like vice president and 
resident of corporations, large owners of securities, too, but they 
ave ho participation as Management In any way, shape, or form. 
Mr. Mrius. | notice you mentioned that the organization is in no 

tied up with management or banking groups, and that the invest- 
lents are largely in stocks and bonds. 
\Ir. Javirs. Policyholders. Of course there are many duplications 
it statistically there are 70,000,000 policyholders in the United 


States. Statistically there are 46,000,000 savings bank depositors. 
Chere is an enormous amount of duplication. They come under the 
head of investors and have never been mobilized. 
That is another reason for the organization, because we believe 
it you people are subjected to unfair pressures. Not that you 
spond to them but you have the pressure of management, the Na- 
onal Association of Manufacturers, the United States Chamber of 
Commerce particularly, and others, and you have the pressure of the 
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labor people and farm people; but the little independent investor 
not really represented around these parts. It is that stake that 
think should be called to your attention and that group represent 
so there will be an even set of pressures at least. I think your co 
clusions as a result would be probably a little better. It is not beca 
of your fault but because that point of view has not been present: 
May I add this in connection with vour calling my attention 
Mr. Ruttenberg’s statement regarding capital gains? The o1 
difference between Mr. Ruttenberg and me is the difference in tl} 
old saving, “You can take a horse to water but you cannot m: 
him drink.” It is perfectly true if people would sell their securi 
and a larger rate was imposed, sure, you would get more reven 
but the fact ts they do not sell their securities because vou have 


rate. They will be less inclined to sell their securities if you iner 
the rat 

Nir. Mau [ was coming to that point. Now the capital-ga 
tax of course applies to the sale of capital assets other than sto 
and bonds Hlave vou studied the possible effect at the present 
of a reduction in the rate of the capital rains tax on inflation, 
prices of property? 

\ir. JAvirs Yes I do not think that has any great direct cont 
bution to inflation. I will explain why later if vou wish me 


Krom that SI MNnapomnl | think | would reduce the price of propel 
because people would be more willing Lo sell and dispose of th 
holdings 

For mstanes take my own cast I own certain securities wh 
I have had for maybe 15 to 20 or 25 years When I figure out 
return after paving the capital-gains tax, it does not pay me to 
the stuff for another security. If the tax were less, | would be v 


much inclined to sell and look for a bargain somewhere else. 
\fter all, vou must remember this, that the capital-gains taxpa 
is a hunter for bargains. He is using his own enterprise in that 
he is trving to tind hidden values. That is how the Governm 
can benefit by giving him a greater incentive to find out where 
h es are and pay the Government its share of his acun 


or his ability, which vou are not getting today. 

Nir. Min | have been concerned about the possible effect 
prices of property, farm properties, for example, of a reduction 
the capital-gains tax We have rone through periods where in 
prices have been highly inflated, as vou perhaps know. Would thi 
be likely to be any great inflation in farm prices, for example, if 
reduced this capital-gains tax, and made it easier to sell, and | 
tax to be paid if the sale occurred? 

Mr. Javirs. You have got another problem there with which | 
not very familiar, although I am just becoming a farmer myself 
a small way, and that is this: You see, you have with the farm: 
as I see it in my own way, he is a special ward of the Governm 
He is getting an aw ful lot of aid and assistance and cash. 

Mr. Mitus. Let me interrupt you right there. Your fellow farn 
will not welcome you into the circle if you let that statement star 

Mr. Javirs. No, I am telling you how a layman looks at it. T! 
may all be for the benefit of the economy, and I do not say it is n 
ultimately probably it is, but I am trying to answer your questio 
But I think a lot of that inflation that may be present in farm pri 





ates 
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isasa result of that, rather than some other thines. or rather than this 
particular capital faln problem. 

| do not know what the market is in farm properties and how 
such the farmer is loath to sell because he has to pay a ) perce 

LX | do not know that 


i 
r 
\ir. Minus. Let n sk vou about the effect of the holding perio 


pon these people Wi iv the securities from the members of vou 
nization, the people to whom vou refer What is the effect of t] 
iding period upon t 1, Whether it is 6 months or a \ PM 
is this Th pco ( to whom vou all if ao not they I) 
ecks largely for purposes. rat] han for p 
ation 
\I JAVII | \ V ¢ nt po | \ 
ent questio vou the ansv » no 
he fla 1} ISWwe and I do 1 ) ‘ 
I I Thiet | I Vi t vo Sy 3D i \ ‘ } 
re lan ana | = oO! erl | Dut | | ) t) 
) t) eket oO } UD. oO j ouD 
Oo » thousand or mo ven ncom that rv edu ed 
sort of thing l am thu r ol ttin mo revenue o ot hat 
oup Io! the Gov ! han outo L\ e SI ive ) oO 
irelv switches 
Now, there ar a large numb and what the percentage is | cannot 
tell, of course, of the -called Membership or the tvpe of membe } ) 
t we have, who e switches from tu » tin d mav b 
ined trom do f the 25 p ecapital-cair 
the real ben ) (rove nent he iT t! ymens 
his is what [a y o urge upon vou the fact tl VO 
r ook ng a te rhe ) the ey ue Irom nos ou V! 
now escnuplne Vo 
Mir. Minus. Well, | vou are right. if vou will pardon 
OSING If voul hi e 15 percent. and n the 6 mont} 
Haine Period Provisiol I the IS ANV Possibility at aiiorn I J 
ney out of tradu mn bonds and stocks, more Mmonev wou ) 
eld because of tl that th ite of c would = th 
| ) on neom yn) iV oft ! ( \ \ If i ) SOT 
his stock lor 6 mo hs and Seli and ma i ro i my ) 
percent on the wil and then reinvest, and do the Same thil 
ther 6 months, | she d think more people would becon sp 
SLOCKS and be 
Now, would it be fa to create ta wise a situation that wo 
Ce to the benefit OL o segment ot our economy and to the detri- 


ol perhaps other segments that Mav need some aaditionat 
Inancing? 

AVE JAVITS If | may spectfully tale exception to vour desig - 
nmol these people as sper ilators 


\(r MIILLs Not the ones that vou are talkin rabo itLin your pamph- 


but there are people, I should think, that would become speculato 
hey could make a profit and pay 15 percent on their incom 
M JAVITS. I do not hink so, and let me tell vou why What | 
iking about is a greater freedom of the process of exchanys 
Now, of course, as vou know, the economy is mad up ol three 
CSSes, production distribution, and exchange or tour processes 
consumption Now, it is the process of exchange that | am int 


11°00 nt 


- wil I é 
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ested in keeping free because I think that that is fundamental to our 
way of life, as I pointed out before. Now, I do not believe that if you 
have 15 percent tax or a 3 months’ holding period that is going to mak 
any difference insofar as the character of the person operating 

concerned. What it is going to do is this: If, for instance, now, I ow 
Cities Service stock which | have had, say, for 20 years, and some o 
it | paid a lot of money for, and some of it I bought rather cheap 
we will say that Calgarv-Edmonton, which is a Canadian company 
that has 1,000,000 or 2,000,000 acres of land under lease in Canada 
and is a comparatively new field, and it comes to the fore, and I say 
to myself, ‘‘Now, 1 think | am better off if 1 would sell this Citi 

Service in which | have, I will say, a 20-point profit, and go into 
Calgary-Edmonton, and hold that for 20 years.” Of course, you hav: 
the privilege of calling me a speculator, and sav that | am speculating 
but L take exception to that because | do not think that that is by an 
large the character or the intent of what 1 am doing. And I think th: 
average person of the United States is not going to do it, and he is not 
rong to do it tor that particular reason 

Yes, if vou have a 1929 temper, in the security markets, and if you 
have these fellows who have these syndicates, all these phoney opera 
tions of buying and selling, and all of the other things which go to 
make the public a sucker, and which the SEC was designed to prevent 
that is a little bit different. But | do not think that you are going to 
promote speculation, or make speculators out of the American peopl 
by doing this 

Mr. Mitzis. Let me put it another way, then. Taking your divisioi 
of our economy, production, distribution, and exchange, if we accord 
the treatment to the exchange segment of the economy which you ar 
recommending, do we place the production and distribution segment 
of our economy in any disadvantage? 

Mr. Javirs. No, vou do not. i will tell you why. In the firs 
place, we are talking about a war period. If it was not a war period 
then | would very much agree with those people who hold to the view 
that taxes should be reduced, because then you give incentive 
production. But talking from the war-period point of view, and in th 
war period itself, | am talking from the standpoint of creating firs 
more revenue. This is more revenue. I am insuring it for you, if yo 
will follow the suggestions, and if it is a practical one, if you pass th 
law or if you change this law, if it works, say, in the vears prior period 
and you get more revenue, then it stands, and if it does not, the man 
who sells his stock and pays 15 percent Is subject to having an increas 
of 25 back or 30 percent, or whatever you may increase it to, if thy 
Government does not get more revenue. So that you insure it. 

The second point that I am trying to impress in making this stat 
ment in connection with the capital gains tax is that we must preserv: 
the freedom to exchange and the freedom to own, because the mol 
you tax that, the more you place a burden on the freedom to own a: 
the freedom to exchange, the more you endanger the very system fo 
which we are fighting. 

\ir. Mintus. But if we reduce the tax here on the freedom of exchans 
of capital assets, we will, in all probability, if we follow your sugge 
tion, increase the tax on productive facilities in the United Stat 
and the distributive facilities. 

\Ir. Javirs. No; you do not do that. 
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Mr. Miuus. Well, the recommendations of the Treasury will cer- 
tainly place a greater rate of tax upon productive facilities. 
Mr. Javits. Well, Mr. Mills, you must take my thesis and see if 
hat I suggest is consistent. I suggest two things. I do not em- 
phasize particularly the general sales tax, because nobody has pressed 
e, but I made it in my statement that you should have two essentials, 
two essential forms of taxation; One, the general sales tax, which is 
to me from my point of view, and from the point of view of maintaining 
nd retaining the strength of this democratic form of government, the 
st essential. The second one is this particular area of capital gains 
x. If you take them both together, then | cannot be charged with 
aving neglected the proposition that you have to get revenue from 
me place Il have already told you that if you are going to need 
dditional revenues, you should get it out of the general sales tax, 
ecause that is the honest way to do it, and that is the way the people 


1] 


ll see what they have got to pay. If the average man today were 
ining 10 or 12 dollars a day, and knew that 1 or 2 days a week he is 
yntributing to the Government, he would see it right there, and if 
: general sales tax were even 30 percent—I do not care what it is 
he would know what he was paying. He probably would be a little 
bit sharper in dealing with the nonessentials which you men have been 
talking about, that are taking place in the expansions of government 
or the wastefulness that is taking place in the expenditures of gov- 
nment, than he is right now. 
Mr. Miius. I cannot see, Mr. Javits, that it would be equitable 
o reduce the tax on on type of income and to increase the tax on 
| other income. 
Mr. Javits. But you are not laying the emphasis on the right side 
It is not a reduction of income. [t is increase of revenue | do not 
are what you do to get the increase of revenue, if you had to reduce 
to 1 percent, and if | could underwrite it to you, or if you do under- 
te it. In other words, if you say to yourself, if you reduce it to 
percent, you would vet twice the revenue, you would do It, and would 
worry about the decrease if you were getting more revenue? 
Mr. Minus. It might be suggested by those who come in in opposi- 
on to an increase of corporate tax that we should reduce the tax on 
rporations, and we might stimulate greater production through that 
vehicle, and thus get more revenue by reducing the tax. To me it is 
business of weighing the proposition on the scales of equity 
Now, | am thinking in terms of the application of a tax to different 
ypes of income. Income to a corporation will be treated in a certain 
anner and income to indivduals from work and from the operation 
of a business will be treated iin a certain manner. Now, income from 
nvestments should be treated in a certain manner, but in applying 
hose various treatments it occurs to me that you must retain some 
gree of equity, regardless of what the consequences revenuewise 
rht be. 
Now, I can agree with you that there may be a possibility that if 
reduce the capital gains to 10 percent we might get in more money, 
still to me you have to weigh the thing on the basis of equity. 
Mr. Javirs. If the equities are out of balance, you should, but I 
not see where the equities are out of balance here; if you get more 
enue by mathematically proving it in the reduction of the tax, | 
do not see where you violate any principle of equity there by keeping 
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the corporate tax to 40 or 50 or 60 percent at all. I do not agr 
with that corporate tax. I would rather see every individual tax 
on his income. I would rather see no corporate taxes, and let every 
body pay their share of the traflic—everybody. 

Mr. Minus. The rates of that would be prohibitive to get enoug 
money. 

Mr. Javirs. It would not be prohibitive, because if you have g& 
$230 billion income, you can raise it. Do you think the working 
man is getting away from anything? He is probably paying a high 
proportionate tax than | am. 

Mr. Minus. | think it is a matter of record, or at least a fact, that 
if we adjust the personal income tax rates so that no one, regardles 
of what he makes, will be permitted to keep more than $25,000, wi 
will only increase the revenues of the Government by about $1,000 
000.000 , 

Mr Javirs. If vou have got $230 billion of income, assuming th: 
is the figure, and you need $70 billion of revenue, that means that 


evi rv body is taxed 35 pereent, and I think that thev are taxed th 


anywav: at least that 

Mr. Minus. Probably indirectly and directly. 

Mr. Javrrs. So it is 35 percent. And you are paying that anvhow 
and so am I, and as a matter of fact, 1 am paying a little more, bu 
that is purely political, in my opinion, because the extra two or thre 
billion dollars vou get from the top brackets is not doing anything fron 
my point ot view except helping the political scene so that the oTeate 
mass of voters feel that they are hot paying so mue h, the big boys are 


i 


paving it, and it is a mistake 

Nii Nii s. Now, I do not like to detain you, or the committ 
either, but just one further question, lf we apply the rate of tax « 
15 percent upon earnings from capital investments or the exchange o 
capital assets, and that gives rise to greater revenue than a 25-perce! 
rate, then would it follow that people who deal or might want to cd 
In capital assets and exchange capital assets would consider that thy 
Was quite a vood break in that held? 

Mr. Javirs. No; I will tell vou why. 


Mir. Minus. Would you not have more people in here? 

Mr. Javirs. For instance, the Treasury has seen to that, that 
you make a business of trading in properties in order to get capit: 
(Ans the ‘Treasur\ generally, where the, cate h vou at it and the 
are verv astute, and vou have got a lot of good people in the Treasu 
as you know—you pay the straight income on that, and you do n 
gel away with any capital gains at all. But where it is sporadic, Vo 
see, and where you do it once in a great while, or where it is not you 
business, then I think that you are entitled to help the Governme: 
get the revenue. Mind you, I am not speaking now from the stand- 
point of the investor primarily. Il am speaking from a standpoint o 
the Government, and I want you to try to see that point of view. | 
am speaking primarily from the standpoint of increased revenue. 

Now, the increased revenue does help the investor; sure it does 
But it is the increased revenue that 1 am interested in, and when 
man makes a business or a practice of it, he has got to pay, and eve! 
a farmer—it seems to me that if I was a tremendous landholder, an 
that was my stock in trade, I could not get the benefit of anv capita 
gains if | was buying and selling land. That would be income. 
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Mr. Mitts. Now, Mr. Javits, I think that vou will agree with me 


hat there are people who have no other income than income which is 


ibject to the capital gains tax, or at least the bulk of their income is 
ibjected to capital gains tax. 

Mr JAVITS. There ma \ he a few of those. 

Nii MILLS And they are not engaged nm any other business what 


ver. I know a lot of people like that. Now, why in the world should 
permit earnings from that source to be taxed at 9 points less than 


the tax in the first income bracket? 


+} 


tocks and sell stocks and get stocks for people, and engage actively 


Mir. Javirs. You should not. 

Mr. Mitts. That is what you are sucevesting now. 15 as against 24. 
Mr. Javirs. Now, that is not my suggestion at all, and | point out 
the statement, if you will recall, that those who make a business of 
ke any difference, 





ling In securities or in property it does not m: 
yu see, if that is their business, they are not in the category of capital 


’ 


Mr. Mitus. I understand now. If I have got an investment house 


n Wall Street, or on the Main Street of my home town, and I deal in 
: ; 


that business, | may not be covered by s 

Mir. Javits You limit it to 10 transactions a year, that is what 
want to do 

Mr MILLS. | am talking about the individuals that | Know ol 
ral of them 


They do not do any hu sh in the world except deal in stocks a 
vy buv stocks and hold those stor ks for a 6-month pr Oc, they sell 
and they buv mor Stor ks, and they pay cap tal Huns 
Mr. Javits. Limit it to some equitable numb: r of transactions, and 
still all right, but do not make the mistake that was made in the 
blic Utility Holding Company Act, to this extent— at a 2ood 
ng in manv ways, but it destroyed millions of doll of the little 
estors hye ca se you W inted to catch one crook by the name of 
ypson, and another person by the name of Insull, and so you p: ssed 
ww which destroyed millions upon millions of little investors’ hold- 


ike the Standard Gas victure, for instance 
But | do not think that vou want to do that and | {| nk that vou 
protect yourself as to that; if the Treasury is not on guard suflici- 
ly, then make some proviso of the kind that I am suggesting now 
transactions a veal which would be equitabl 

\ir. Mirus. We can have two now. The Treasury suggestion Is one 
hsaction a year. 

Mr. Javirs. But that seems unfair, and I will tell you why 

\ir. Miius. You could have one transaction in the same stock. 
Mr. Javirs. That freezes your ability to handle your securities or 
ur portfolio, either for yourself or for someone else, intelligently or 

juitably. 

Mr. Mitts. But it does not freeze the individual who buys stock 
marily as an investment, and he is not going to be selling stock day 
day anyway 

Mr. Javits. But what you are doing, if you are too harsh on 1t— 
at you are doing is you are forcing him to be frozen in securities 
it he should not be frozen in. You have got to make it equitable. 
I say if a man has 100 transactions a vear of capital gain, maybe 

is wrong, or 75 or 50, or 30 or 25, 1 do not know. But I do not 
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think that that is the way to do it, because as a matter of fact ther: 
may be just a handful of people who have a number of capital gain 
transactions, but they are not many. I am talking about the million 
of people and I am not a small security holder, either, I am talking 
about myself. I have probably many more securities than the averag: 
person, and | do not have eight transactions a year. 

Mr. Mitus. You buy for investment purposes. 

Mr. Javirs. Those are the people I am talking about. 

Mr. Mixius. But the changing of the holding period does not both: 
you, because if you do not have more than eight transactions a yea. 
you do not transact in the same securities and you have securities A 
B, C, and D, and so on down, and you may engage in transactions i) 
different securities on eight occasions, but not on the same security) 
eight times 

Mr. Javirs. That is right, and as a matter of fact, they do not d 
that anyway 

Mr. Miius. The change in the holding period does not bother you 

Mr. Javirs. No, not me. Iam talking about the revenue, and as 
a matter of fact, half of the securities | have got I have had for 1 
years or longer 

Mr. Mitus. Now, the Treasury would not pick up very much by 
increasing the rate to 37% percent. 

Mr. Javirs. That is the point I am making with you. You woul 
not increase it You are voing to decrease it. 

Mr. Mitus. Have you advanced your views to the Treasur 
Department? 

Mr. Javirs. I did it some years back, and | have forgotten nov 
what it was, but I did it some years back. I have not talked to ther 
recently about this at all. I could send this to them. 

Mr Coop}! R We have been told all through the years, and it ha 
never been disputed, that 80 percent of all of the capital gain and los 
transactions are stock-market transactions and that is a matter o! 
public record, and it has never been disputed. 

Mr. Javirs. I do not like to dispute your word, sir, but the sto 
market transactions—of course, people buy and sell stocks 

Mr. Cooper. I have been here all through these years, and I kno 
what | am talking about. 

Mr. Javirs. I do not doubt it at all, but let me understand wh: 
you mean by stock-exchange transactions. You mean that thes 
securities are bought and sold on the stock exchange? 

Mr. Coorrer. Certainly. 

Mr. Javirs. That is all right. But who owns them? 

Mir. Mizius. They may be owned by millions of investors. 

Mr. Javirs. That is the point | am talking about. 

Mr. Minus. But, Mr. Javits, | have about reached the conclusio: 
with respect to this capital-gains tax that if it means less revenue fron 
the imposition of the capital gains from those sources, to equaliz 
the situation, and have the rate more in line with other rates upo! 
other tvpes of income, I would rather have that raised and less revenu 

Mr. Javirs. May I respectfully take exception to the last half o 
your statement. The first half of your statement is all right. If i 
decreases revenue, that is right. But, if you are talking about equi 
table imposition of taxes, that is not what I am talking about at all 
I am talking about equitable taxes, whether the labor leaders ai 
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going to like it or not, and whether the farmers’ leaders are going to 
like it does not make any difference to me. Is it going to give you 
more revenue? I say it will. 

Mr. Mixius. You are looking at it from the revenue point of view 
ind I am looking at it from the point of view of equity, and we will 
not get together on it, I think 

Mr. Javits. That is the difference between us 

Mr. Minus. That is all 

Mr. Reep. | am very much interested in your controversy with 
Nir Mills, and | happen Lo be one of those who share your Views, 
nd I offered an amendment to reduce it to 16 percent | wanted 
‘ut down the time to 3 months, and neither of those provisions 
t would seem to me that vou 


evailed in the last tax bill But 


would get more revenue with a lower rate. If you obtain more 
revenue with a lower rate on these transactions would not vou natu- 


lly lift the burden of having greater taxes imposed on the othe 
people, the corporations? 

Mr. Javirs. The answer is “ Yes,”’ and I think that vou have 
nswered it 

Mir. Reep That is the equity of it, and I think that you are quite 
right 

Mr. Kean. Mr. Javits, I want to make a statement first that I 
disagree violently in Mr. Mills’ premise He states that capital gains 
are income, and they are definitely not income. It is a levy on capital 
He is all w rong on that 

Nii \MIILLS That Sa matter ol Opinion, Mir. Kean It is 

man investment 

Mir. Kean. It is not income from an investme! 

\lr. Reep. You are absolutely right, Mr. Kean 

Nii Ky LN You are taking away capital 

Mr. Javirs. They do not have it in England, and they are in 


Conn 


{ 


iwher shape than we are for income, but they recogn the fact 
at that is property which, if taxed, 1s a levy on capital 
Ave KEAN Vhere loes some of thi capital fain come trom 
Where does it come from todav? A great deal of it comes from thi 
vering of the value of the dolla There is an increase in the value 
of what is held, whether it is a house or whether it ts the stock ownet 
pin a manutacturing corporation It has vot more value today 
account of the lowering of the value of the dollar Therefore 
\ nerease the capital-gains tax, we are taxing something that is not 
fit at all. We are LaXing something which is there owing to the 
ease in the value of the dollar, is not that true? 
\ir. Javirs. That is true Incidentally, | may point out here that 


| have cot a chart here of the value of the dollar from 1913 right to 
50, and for 13 vears between 1919 and 1932, the dollar was down 
ivwhere from 66 cents to 77 cents. and never got above par unt | 
\Ir. Kean. | agree with you that definitely the income would bs 

creased to the Treas iy by lowering of the tax I think that a 10- 
percent tax would be that which would bring the greatest revenue, and 
| think that at 15 percent people would still somewhat hesitate to sell 
irities on which they had profits, I think a 10-percent rate would 
that which would bring the ereatest revenue but I do not agree 

h you on the holding period My feeling on the holding period is 
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that if we are going to take capital gains, that we have to have some- 
thing which is actually considered as a long-term investment, and 
months is a too short period. 

Mr. Javirs. I do not quarrel with that. 

\lr. Kean. Mr. Ruttenberg stated that the highest amount o 
capital-gains tax came from those who had the highest income. | 
think the reason for that is not what Mr. Ruttenberg mentioned 
The reason for that is that those people appear in those highest incom: 
groups owing to the fact that they have the capital gain. Owners ot! 
corporations, owing to our high estate tax, when they own most of 
the corporation, are gradually selling them out, and, in a l-vear period 
they will have an enormous income on account of the fact that they 
sold out the manufacturing company which they owned 

Now, thos pe ople will appear in the capital-gains tax with the bi 
income group ones this one vear, and they will never appear ther 
again, and that is why the Treasury always gives us false statements 
they do not mean to, but why the Treasury statements are misleading 

Mr. Javirs. May I amend that a little bit? As a matter of fact 
during the period that I think Mr. Ruttenberg speaks about, ther 
has been a natural redistribution of wealth, and the lower bracket 
have beeh Moving up as the \ should, and the higher brackets have bye el 
disposing of their securities or their immense holdings in particulat 
corporations, and that may be a very large factor in these figures 

For instance, you take a situation of many corporations which ar 


made public corporations I ean think of a number of corporations 
where the principal stockholder sold out a lot of his holdings, and he has 
ta na cay tal rain Now, he has done it for several reasons. On: 
\I Kea pomnts out, is to put his estate in shape, and another ver 
pro ly is to bring the public in more than it has been brought in 
Kor u Lrhe Alfred P. Sloan has been going around the countr 
ma speeches about the fact that the American people and tl 
Ameri 1 workmen, partic larly _and I have been making that speer 
ior 6 % s, should be the owner of American industry He shoul 
wn stock He should run the American corporation, and he shou 
he ist as conscious of his economic vote as he is of his political vot 
And wh vou get that sort of thing, then vou are going to have a mucl 
healthier ¢ mommy and a much healthier set- ip 1 think that that 


what Mi Kean is re lerring to, and | think that that ts where thes 

Ires are wrong, and they would have to be looked into and appra 
as to whether that redistribution of wealth was involved in this figu 
it he gay is I think that vou will find that that is very true 
\ir. Kean. An increase in the capital-gains tax would make mor 
viol nt the flu tuation on the stoc k exchange, would it not? 

Mr. Javirs. I do not know whether it would or not. I will tell vo 
why I do not think so. You have got so many strangers today, an 
so many eves, and so much of a fishpole with reference to the stoc! 
exchange that I do not think it would affect it very much. As | 
understand it, you are going to have the experts here tomorrow test 
fying, the chairman of the board, and others, of the stock exchange 
and I am sure that you can get expert opinion as to that from them 

Mr. Kran. My feeling is that as the stock goes up, there is 
detriment for the person to sell it, which they normally would, an 
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therefore the stock goes up too high on account of the high capital-gains 
tax. The only time when the people begin to sell is if the stock starts 
to move down suddenly, and they think, well, they are going to lose 
that big profit that they have, and they all start to sell at the same 
me. and it makes for a much more violent fluctuation. 
Mr. Javirs. As I say, for instance, as you know, the SEC has a 
umber of people that watch the tape all of the time, and if there is 
inv kind of an activity in any stock immediately the watchdogs are 
here, and we are practicing lawyers, and we from time to time get 
s when inquiry is made as to why a certain stock moved. For 
nstance, not so long ago, Glenmore Distilleries moved from 50 to 
ina matter of 2 davs. Well, we had some interest in that situatior 
we got a telephone call—‘‘Well, they are trying to examine ou 
ooks. and thev want to know.’”’ It was all right, thev examined the 


wks, and so that that is true of almost anv situation Where there 


inv sudden rise in any security or any sudden fall. The SEC 
oplk have been very helpful on that and thre \ have stopped that 
think DY and lare i reat deal ol the thing that took place many 


ars ago, which made suckers out of the littl peopie, has been 
eliminated, and | think with the cooperation of the stock exchange 
and ever, decent member in it, and as a matter of tact, most ol hem 


re that kind. 
\Ir. MASON | rathe Nir. Javits, that vou do not consid I this 
pital AMS field us a loophol as the Treas Ir’) considers it. 


Mr. Javirs. I do not: no 


\h) \I SON | acre \ h vou I acres ent ! 
this matter, and no | am wondet ng wu you har an opimion o 
nel loopholes in out tax system such as taxing these unt xed mut 
nes banks and the buildu and loar and co-ops : 1 so ie l 
HH e you any opinion on those loopholes 
Mr. Javirs. The only thing I could say is that I wou 
ress a personal o f you want it fro 
Ssin it as the u ) el nv or, L thu ny 0 I 
one escapes the Lin ucht to be closed, 
have not studied that as carefullv as I n ht, and I th 
ple | would agree with vou \ vone who escapes the t 
loophol shoul hav t closed and hould pa 
\lr. Mason. Now, the main problem, it seems to me, ts to get 
e to realize wha al loopholes ana what ure not Now. vou 
conside! th Ss Cal tal rains tax a loophol . and the Treas ry 
and some people agree with the Treasury, and I agree with you. 
Uti ; do not consider that these untaxed organizations, s ich as 
vi savings banks and building and 1oans, and co-ops, are loop- 
;s. They say that that is just a proper social encouragement to 


prolit organizations 
Mr. Javirs. Of course, I may add this, which I said in my statement 
before, and that is that | would prefer that none of these entities be 
as entities In other words, | do not think the corporation tax 
should be applied from the standpoint of principle 
I Ay ASON | avree W th you the re 


JAVITS. The stockholders receive the income ol th cor- 


p LIONS. 
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Mr. Mason. I think that that may be the sane, long-time solutio: 
but as long as we are taxing corporations, we certainly ought to tay 
those that are in competition with them. 

Mr. Javrrs. As 1 pointed out in principle, I believe that you ar 
probably right, and I have not given that as much study as I should 

Mr. Mason. That is all, Mr. Chairman 

The CHarrMAN. Does anyone have any other questions? 

If not, we thank you, Mr. Javits, for the testimony you have giver 
the committee 

That seems to complete the calendar today, and the committe: 
will adjourn until 10 o'clock tomorrow morning 

The following statements were submitted for the record: 


NATIONAL ASSOCIATION OF MANUFACTURERS, 
Weshington, D. C., March 14, 1951 


/ 


1) Nii (HaiRMAN: The National Association of Manufacturers subn 

\ " f its emerget tax recommendations, and respecttf 
ts tha be made a part of the record on new tax legislation now bei 

| i rit 

We reg that it Was impossible to arrive at a satisfactory date on which o 
| ra i have been presented person to your committee We feel, ho 

e\ , ul r mendations are constructive and in the best interests ol 
‘a ind it they will receive serio mnsideration by vou and your colleagu 
\\ , (HAMBLIN, Jr 
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ailment of nonessential expenditures, both military and civilian, must be \ 
ight, for the amount saved wi ease the burden and drain of the milita 
fT ( lia ( moms 
} nh Mak gy use of available tax met ods, it should be recognized that 
military program represents a use of goods and services otherwise available to 
people and that the only way to diminish the impact of this program on lis 
standards is to strengthen and expand the Nation’s capacity to produce 
5. In taxing to pay-as-we-go, due regard should be given to the imbalances 
as developed in the Federal tax structure here is now too great relianc 
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g income as it is received, and insufficient taxation of income as it is spent. 
ialize the tax burden between earning and spe nding, thereby avoiding eX- 
sive rates at either point, there should be a greater development of excise or 
sumption taxes. The initial tax changes for defense financing included in the 
e and Excess Profits Tax Acts of 1950 have aggravated this imbalance. in 
ling for increases in both of the income taxes, but for no increase in the excises 
for adding a few classe rt goods to the taxable list 
As a general rule of policy for achieving a proper balance in use of the excise 
yme taxes, it Is suggested that the excise tax revenue be bu ip toa 
aching that derived fr he individual income tax and that, if further tax 
ast ire necessary after a reasonable balance has been struck ey be pro- 
making approxima equal increases in eac rf \ axe 
7. The fundamentals of a ind long-range-tax svstem ould be soug and 
1 to at all times | s end there should be clear segregat between 
nal standards and1 is of taxation appropriate to pea ime i 3 
emergent r i linary levies to provide add a \ 
FIC TAX CHANG! 
ler peace, def ir conditions, the pres HIScT aul Bi al 
snot a strume lhe firs é al step led 
eace condit é more so in the defense finar - ! 
excise tax ( siderati f both a manufa rers and a 
s’ uniform excis ix has led to t sior at. the former should be 
It would be a I ( Sc tax a iy ad t f ma facture, 
food and food y l repla ry es eX hose on 
beverages and DA wi W ( e taxed } il V 
1 not be sul iniform ex . e ta d 
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nitial defense a lividua I 
President and led Re \ f 1950, nan veal of 
if ‘redits agai as tax provided i Reve e Acts 1945 
448, was soundly ed s1 gnit rf the le diffusion of national 
e, and Is approved Secretary of the Treasury Snyder has supplied data 
how that, despite eeply progressive rates yw isi Oo] per 
to higher income basic or first-bracket rate produces 83 per of 
ie derived from t! tay 
Any further individua come tax rate changes also sh i reac! he 
base of taxable incon Of the various ways of doing t! the mos ilis 
be the applicatio f a moderate flat rate to taxabl come rema E 
ieductions, exemptions, and payment of individual income tax, as sugge | 
(Committee for Econo: Development, and concurred he 
If any additional revenues from the individual income tax are required, 
onsideration should be piven to the advantages of lowering the exemption 
600 to the World War IT level of $500. The natural reluctance to taking 
ep must be weighed against the realities of pay-as-we-go as contrasted to the 
ary deficit financi: the World War II period, whe abo 10 
{ the total cost was paid in taxes 
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fair share of defense taxes. Howev: 


an increase of total corporation taxes to a po 


their 


half of total corporate profits will impair industry’s ability to ma 


1 its productive capacity. 


tential might be disastrous. This proportion is not suggested a 
but indicates the general area in which total corporate tax 
wr the period of the defense effort—a period during which all tay 
in concern for the long-range well-being of the people and 
ate Already corporations have been subjected to two increa 
and the imposition of an excess profits tax since the emerge 
of corporation come at progr ve rates ca tt yu 
udily opposed 
\ an excess profi ax durit World Wars I and II 
1 1xatlo 3 flationar econo i inso lo 
[ anp el é re and busin mid ia 
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avoid increase of the public debt. The reasons why this must be done are 
pressive 
 - 
costs of the partial mobilization period, is a current burden. 
As an economic burden, it means 


post poned, or evaded by financial juggling. 
ist obtain all of the materials and services for the defense prog 


1e economic burden of governmental costs, including the added defe 
It cannot be deferr 


; 


} 
i 








Government m 
out of the current product. Likewise, the people must obtain all of the th 
they require for their support out of current product The people cannot, 
vear, eat next year’s food, wear next years shoes, or live in next year’s ho 
Government cannot procure, this year, tanks and guns from next years 
uniforms from next year’s cotton and wool crop, nor airplane engines fron 
years alul il 
~ ‘These are obvious, elementary facts Since, at any time, both Governme! 
1 pie must be supported from the current and accumulated produ 
follows that to the extent Government s requirements are increased, there w 
le f the product for civilian use. The Covernment’s needs will always be 
fir and here necessary, priorities will be established to assure thzt the 
I We t here on a point that will en encountered later namely, the 
( f f officers, otablv those who are buying for the militar 
a i f : f justifiable or « demonstrable requirements, al 
( " f iteriel and supplies with too little re gard for proper costs l 

‘ more likelv to be restrained by the general poucy of pay 
W tha t wo ibe bv a policy of deficit financing In fact, the latter pre 

und complete disregard for the prices paid 

2. Pa i » thereb avoiding inflation, will Keep down the cost ot 
a ‘ ! l'o the extent that the eost is thus kent down, it becomes ea 
t e program on a ash-pavment basis It has long beet well ul 
st 1 ut flation resulting from large-scale deficit financing increases 
( i , program, whether the direct purpose of the program be 


rhe following figures will give some indication of 


d | ct l Wal 
; ribut nflatic he cost of national defense during World War II 





{ | fiat To tf t i 
ray | } , 7 lof Pua . nd . 
Be) ; ) 
\ 
I 
84 
} 
&4 
8 
, 
: 
\ccording these data. there was an increase ol 36.8 percent in the m 
cm f m 1041 rough 1946 over ar 1 above what thev could have been in t 
of a stant 1939 dollar When account is taken of the overbuying whic! 
promoted | the ready availability of an nexhaustible supply of inflation 
dollars, it would probably be not too far from the facts to say that the inflation 


f financing the Second World War came near to doubling the cost 
i! e go limits the burde n to the actual period of tre defense mo 
d thus relieves the peopl of later burdens It must be emphas 
the people and that this burden must be 
ried during the mobilization years he deprivations resulting from limiting 
Government's purchases increase cannot be | 


that there will be a burden on 


pplv of CIV liga goods as the 





= i} ' 
poned he use of new purchasing power created by inflationary deficit finan: 
does not postpone the deprivation The shortages, and the complete disap} 
At time there in on hand a stock of goods that were produce iin the past including bot! 
sble and durable goods. We carry ove! spartof each year crop of corn, wheat, and other product 
h n hand millior yf mo tor vehicles, refrigerators, and other durables that are not yet worn out 
‘ } f ire. and houses on hand are st l usable Obviously, however, wt could not a 
the ist i g standard for very long without current } roduction, and in no case can we sub 
on future pr < i 
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it may be, of certain classes of goods, are current, not future, and no amo 
public borrowing can alter this fundamental fact There is a burden for the 
r vears, however, when debt financing is used, but it is in addition to t 
nomic burden of the mobilization vears This is the burden of the war debt 








re must be taxes for the interest on this debt, and other taxes for the repa 
f the principal And there will be, furthermore, the risk of out: 
‘ luatior i device by which Government destroys a port I 
f ite veait rder to lessen the bur le ts own ol il 
, ‘ result fy lehicit financing distort the ¢ mic ft raet 
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private Income Of p rchnasing power Phe Vhok purpose f i 
listortion would be defeated if one group were compelled to make all of 
ender of income while other broups were left in possession of their « 
e and were free to use { bidding Ip price Hence I groups sh 
ted against the diver n of income while other groups bear the brunt of 
liversion 
point has been stated as follows by Dr. Roy Blough, a member of 
il of Economic Advisers 
(he principle that tax increases must be absorbed | the persons W : 
led to bear them has a direct bearing in applying wage contracts where wa 
xt le cu I spect I] : ve-z ! pps xr A 
Fiscal | c i t I B ( Ke A " 
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increases are based on increases in the cost of living. Following this prin 
would mean that tax increases which apply directly to the worker would not 
considered in wage negotiations and that the effects of tax increases on pr 
would be excluded in computing the cost of living. If this principle were 
followed, these groups of workers would be placed in a peculiarly favored p 





tion. being protected against both taxes and inflation, while other groups i 
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should be no forgetting of the causal connection between the taxe 


effort This ret 
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nembrance can be assured only by establishi: 
at is provided for here 


OR TAX RECOMMENDATIONS 


forms of taxation available to the Federal Gov 


the individual income tax, and 


ne corpora 








Other taxes, of distinctly minor importance, are the estat 
he customs, and the Federal emplovment tax Chere are also va! 
t *h as fines, fees, interest, realizations on s irplus property 
the aggregate, these minor receipts comprise less than 5 peres 
revenues It is evident that the main reliance must be placed 
i ethods rhe recommendations re r each of these are 
at follow 
EXCISI raAXx} 
m excise taxatio Was originally fol liated in anticipat 
! cel conditions und o the possibilit, of reductio l Cover! 
| taxes This position * a ed, first, that there should alwa 
reliance upon excise taxes at the Federal level because of the 
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it there should be uniformity in the distribution of the « 
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1 for repeal of all existing excises except those on alcoholic bever 
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s uniform tax at a moderate rate should be regarded as the basic Feder 
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P in rf “ort ret . 
ogre a ” co po ation income 


Wherever a justification of the use of tax-rate progression is offered, it is alwa 
based on the ee oP that such rates exemplify and apply taxation accordi 


to ability to pay nd when the term “ability to pay”’ is thus used, it invarial 
to individuals and the income at their disposal. Some persons ha 
large corporation income with a large individual income, and ha 

if size indicates greater ability to pay taxes in the case of 

nust also indicate greater ability in the case of the corporatior 

ild be true only if the corporation existed and operated solely for 
‘orporate purposes and were entirely free to retain and dispose of 

yport or furtherance of these purposes. The concept of 
not extend this far Every corporation an association 
capital stock and whose investme! 


lectivelv, own the 
ble Fundamentally, the corporation is a 
r 


ion Which exists arn income for its stockholders 


ome earned, as such, sl nothing whatever regarding the al 


iVILV poss! 


tockholders to pay taxe or regarding the amount of tax 
ould pay as an indivi All of the large corporations it 
ianv thousands of stockholders These persons 


all , 
so Small tireiy u 


her extreme, incon large as t 


o be 


orporath income at progressive 


( ve of the structure ol An 
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" n we! 
tions, profit margins in relation 
the aggregate amo 
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re 18 ho equivaient of this section 


is act must apply under 


in the present act, and econd, beca 
conditions of growth in the vears ahead 
ya condition in which military need compelled acceptances of a virt 
ilian economy as was the case during World War II 
The numerous exceptions al d special provisions for growth companies al 
mpanies subject to public regulation in the Excess Profits Tax Act 1950 : 
bviously concessions to the impossibility of identifying a1 
rofit How thev will work remains to be see 
The special measures i the Revenue Act of 1950 for the am 
cv facilities are limited to expenditures made to expand 


rather than 
ialiy stal 


e amortization tech ue is intended to provide partial financing 
ng large, special deductions for tax 


purposes 
ited to investments certified t be 


since tl 
O necessary in connect 


whatever upon the provi 


lrements, i 
meet the basic amie and growing economy 
ognition is give hat growth is a natura 
successful busi! that an expansion of profits is 
Miuct of growtl t mpletely tlogical to assume 
ceforth In excess oO ) } 4 the average 
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nomy, particu 
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ear 1952 presents a rounded total of $20 billion 

mn in 1952, when the full effects o 

clive ‘his compares Wi 

hould be no that the NAM plan for a corpor 
yy rls » $21,030 millio 
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been made by some ret rroups deserves careful attentio 
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sales means of sales tick 
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| sales tax collection that could be 

at handle all sales as cash transactions at the cash regist 
us difficulty with the retail tax. The employer is depend 

if sales tax computation by the 


register Operators and tl! 


ise of sales slips does not guarantee accuracy but it does pro i 
errors of tax computation can be discovered In short, t 
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RSDAY, FEBRUARY 22, 1951 


Hlowusi O} REPRESENTATIVES. 

COMMITTEE ON Ways anp MEANS 
Washington, D.C 

to recess, mm thre Wavs 


lO a. m., pursuant 
Office Building, Hon 


The committee m 


ana \leans C‘ommiutte room. Vew House 


rt L. Doughton (chairman) presiding 


The CHa MAN Che committee will cone I ! 
morning’ is Nii Jobn White OuUDS¢ Ol thr 


can (Cotto! Shippers 


| 


; , 
oO orcel 


The first witness this 
ew York Cotton Exchange and the Ameri Dy} 
ssociation 

\\ I] you give Voul 


to the stenographer? 


eapacity in which vou appear 


STATEMENT OF JOHN C. WHITE, OF THE LAW FIRM OF FUL- 
BRIGHT, CROOKER, FREEMAN & WHITE, HOUSTON, TEX., COUN- 
SEL FOR THE NEW YORK COTTON EXCHANGE, THE AMERICAN 
COTTON SHIPPEDS ASSOCIATION, AND THE NEW ORLEANS 


COTTON EXCHANGE 


Wauire. My name is John C. White, and 
ww firm of Fulbright, Crooker, Freeman White 
id Washington, D. ¢ 
: ar het is counsel for the New York Cotton 
American Cotton hippers \ssociation should al 
ut \ rleans Cotton Execha we ¢ 


this statement also on behaltl 


upper 


resident of 


,?! 
, 
iV ana uskead mn 


eans Cotton E i Thev wish to recor 


() then oppositior 
engthening of t] Ol Mm capital-gains holdu t and 
tt) proposed i rate 

| wanted to say hairman, that it Is parti arly appropriat 
i tuxation ol pital rains and spec llative 


rton’s Birthday He himself explained that 
» bought 


» consider this qu 


prohits on Creores 


in the fact that new lands coul T 
re to be had cheap and which rise 


he seeret of his suc 
hich, comparat 
fourfold ratio ed close to half a million dollars from the 
» lands, and participated in all sorts of othe 
thi Potomac Valley His fortur upproXximated 
peculative 


tments ana sj 


yurchase and 
prises mn SO 


million at his death, and it arose from Inve 


real Stute against 1 values 
Mir. Minus. And no income tax 
Mir. Warre. And no income tax 


Washington would have said had he contemplated having to turn over 
” to the Government. 


I do not know what Mr. George 


fs percent of this mone 
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As an attorney interested in taxation, I have had the opportunity of 
following tax legislation since the Revenue Act of 1928, at a tim 
when only the present chairman was serving on this committee. Th: 
question of whether a tax on capital gains is a desirable means o! 
raising revenue has been argued ever since. 

The opposition of the exchange and the association to the Treasur 
proposals is based upon the conviction that it will reduce rather tha: 
increase revenue. We think it is established by the past history o! 
the tax that high capital-gain rates both restrict investment and dete: 
realization of profits which have arisen 

Any lengthening of the holding period will seriously hurt the cottor 
markets. While it is possible to trade in future-delivery contracts in 
delivery month more than 12 months off, that is unusual. Eve 
a 6-month holding period has its disadvantages; and, as this committe: 
pointed out on page 60 of its report on the 1950 Revenue Aet. prevent 
sales at times when they would tend to stabilize the market 

If a 12-month holding period were required, the earliest deliver 
month which an investor could b lV, when the cotton exchanges il 
able to reopen, will be Mareh 1952. The Department of Agricultur 
the National Cotton Council, and the whole cotton industry ar 
working hard to get a 16-million-bale crop for 1951. In our attempts 
to work out of the present price-ceiling difficulties, we have foun 
that producers are seriously concerned as to what the price level of 
cotton may be next fall 

No one thinks that any such crop will be secured at a price lev 
less than 40 cents or $200 a bale. This means that 16 million bales 
will represent $3,200,000,000, which merchants and mills must buy 
and finance next fall That job cannot be done unless the speculators 
is actively in the market in the fall months to take the hedges « 
merchants and mills. A very substantial portion of that interest 
dependent upon the possibility of paying the existing capital-gain rates 

Banks will find themselves extended by the necessary financing ol 
merchants and mills, and certainly they will not undertake it unles 
their borrowers are fully hedged. The market for the farmers’ cotto: 
during the harvesting period could accordingly be very seriously hu 
and the Government might even find it necessary to support pric 
It would then lose both the tax revenue from speculative gains ai 


the amount ib expe nded hh pri e support 
| rs, merchants, and mills speculators are not com 
’ +} 


rh present Pi 


the cotton market Even under 

is tax practice constal tly run into trades which a 
abandoned because of the resulting tax liability. Every experien 
has show nm that as the rates are inere ased the blo ked trades hcrenvs 
disproportionately and revenue losses result. Since in the cottor 
markets the Treasury proposals would actually represent an increas 
Irom present apital-gain rates of 25 percent to the Lop bracket ol 
the cotton investors’ income, it tis the serious fear of the industry that 


t will deter entirely speculation badly needed to handle the 1951 croy 


! 
; 


il restl routine than increase ax revenues 

What we must have in cotton to make the marketing system effe: 
tive is a substantial volume of speculative carrying of the crop over: 
period Of trom 3 to 9 months We will not ret it ul the Treasu 


proposals are ac ted 
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[ might also say that if the provision which you adopted during the 
ast session, of reducing the holding period to 3 months, were adopted 
wain, that would be very helpful so far as our situation is concerned. 

The CHarrMAN. Are there any questions? 

Mr. Mitis. Mr. White, I represent an area that produces a large 
juantity of cotton, largely an agricultural area; and, therefore, | am 
nterested in the problems which relate to the producers of cotton, 
rimarily, as compared with problems of the speculator or the mill 
perator, since there are very few, if any, in the area. But I know 
there is a relationship in the handling of cotton from the produce 
hrough the final production at the mill. 

Is it your contention that the Treasury’s proposal to increase the 
olding period from 6 months to a year will actually, in effect, reduce 
he price of cotton to the farmer? 

Mir. Warre. | think that there is no question about it. The Ameri- 
an Cotton Shippers Association is made up of spot-cotton merchants 
vho buy cotton, of course, directly from the farmer. They will un 

estionably be compelled to pay less to the farmer for his cotton if 
e speculator is not operating in New York and New Orleans to take 
their hedges when they place them in the market. 

| think that I can give you a very good illustration of the effect 
ist at this moment. The Staple Cotton Cooperative Association, 

whi h operates in your area, | believe, wiso, does a creat deal of finane - 
ing of production. It is requiring its producers, where there is any 
doubt at all as #o their credit, to hedge a certain amount of thei 
prospective production by the sale of futures on the exchanges. Unless 
there is a speculator there to buy those futures, they receive, directly, 
ess money for their proposed crop. 

Mir. Mitus. The two things put together, in your opinion—that is 
he ceiling price on the raw cotton and the extension of the 6-month 
holding period to a vear——-could quite well bring the price of cotton to 
the original producer a lot lower than the ceiling price? 

Mir. Warre. That is the very distinct fear of the whole producers’ 

oup with whom I have been talking. 

Mir. Minus. What is th opunion ol that yroup as to what the varia 
on might be, and how much below the ceiling price for 15 and 16 

mn would the farmer get? 
Ir. Warts The support price based on the loan is 30 cents, and 
ceiling price, while still indefinite, is pretty well known, is approxi 
mately 45 cents. In any event, we expect that the price next fall will 
below that 45-cent level 
Mir. Mitus. You mentioned 40 cents Is that the thinking of your 
roup, that it might be 40 cents? 
Mir. Waris. That is might be, and should be if we want to get 
producers to raise the 16,000,000-bale crop; and, unless that crop 
raised, we will be in a far worse situation toward the end of next 
ir than we now are, and that is serious enough. 
Mr. Minus. That is my thought; that it will have to be at least 
) cents a pound in order to get the 16,000,000-bale crop 
\t a 45-cent ceiling, and the period of holding extended from 6 
onths to a year, will it be possible, in your opinion—and, of course, 

s a speculative matter, 1 know—but would it be possible, in your 

nion, for the cotton producers to receive 40 cents a pound for their 


» 
ton 
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Mir. Wurre. It would not 

Mir. Minus. It would not’ 

Mir. Wuire. No 

Mr. Mitus. That is the opinion of your group? 

Mr. Wurrer. It is 

\ir. Minus. That is would be a figure less than 40 cents a pound 

Mr. Warre. Without the speculator making it possible for mer 
chants and mills to handle the crop, and banks to finance it Bank 
insist that before they will loan S5 per ent of the valu ol the cottor 
the ere hant be hedged: and. unless hye has i speculator during th 
fall to ta his hedges there 1s no one else in the market for th 


iil 
COLTO! 


Mr. Niu e, if there is not someone in re 
tt take { the farmer would he faced with 


channels 
(;,overnment anat 50 cents a pound 
\Ir. Wa 
Nir. Mat Phat is all, Mr. Chairman 


\Ir. Kean. Of the business of the cotton exchange, how mu 


h 


] ! } ‘ 
adorn bw the speculator who Is re itly making an investment ol | 
ital. and how much is done by those who might be considered 


CAD 

ss of speculation ‘roughly? Of course, also there ts 
leal the business which is hedging business, and a verv in 

rfant business. but vou know what I am trying to get at, 

\[r. Warrre. Yes | do not think that you can separate what vo 


might call the man who is 


| usiness Of speculation, trom th 
We do not have that fieur 


for mstance th peculation 


. 
pres : 
(dur dau lties arise from the fact that 
ana that the di | ! is and export 
months when the balat 
is very d sproportionatle 
com ! volume to balane that 
prog! thre {tom moves into consumpt 
a factor in the mat 
yt overemphas A 
| rno to th 
sno questior 
the market 
drawn between a mal 
whose pt fits 
®@ man who rea 
to have treatment 
s plenty high enoug 
ma . fact, that more revenue 
vw Government f the ut were lowe! 
\Ir. Kean, would vou vield at that point 


f the same 


ecall that vesterdayv we nad a GISCUSSLON O 
witness At the time. | was talking about one situat 
situation, so that 


it vou were talking about another 
i differences ol opinion between us And | want 
that what vou have } t said 1s what | failed t¢ 


representing mV own View 
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ir. Wuire. Mr. Kean, the cotton merchants, of course, who 
nh tually handle spot cotton, are not in, generally, a position to take 
advantage of the capital-gains tax. Their whole system of operations 
is based upon a balance of futures against spots, and forward sales 
against forward pure hases, so they are not affected by this directly 
But they are convinced that vou will not be able to get the speculative 
mpression in the cotton market unless, on the whole, the rates of the 
tax are ke pt at about the present level 
Mr. Minus. [ have just one other question in my mind. Is this 
eling which vou spoke of here, about the effect of such action upon 
the farmer, the producer of cotton, the opinion of any ol the farm 
organization lea lers 1 this field? 
Mir. Wuire. Yes You will recall that durme the last session 
(‘ongress the quest tT marem control was ve rv active and on that 
iestion the American Farm Bureau Federation : l » National 
otton Council expr their views on. this | 
lentical Line 
Mr. Minus. Thank vou 
Mir. Reep. Mr. White, I cam in a little bit late, but I have run 
rapidly over vour paper here; and, as I understand, vou firmly believe 
and your group firmly believes that vou will get more revenue with a 
l5-cent rate than you would at 25 Is that right 
Mr. Wurre. That ts right 
Mr. Reep. And you feel that the time should be 6 months 
months, or what? 
Mir. Wurre. Three n t] as far as the operat 
} | 


Exchange are concern 


of 


Nii REED | offered an amendment here the last time 
vas up, to make the rate 16 pereent, and Alr. Lynch offered 
iumendment for 3 months, but both of them were def 


| ‘ 
\ir. Minus. Would vou vield at that point? I th 


ated, as vou know 


unk VO l will re all 


at both amendments were adopted by this committe and they 
vere in the bill when it was sent to the other body, were they 

Mir. Reep. Not both of them 

Mir. Mason. We made a tentative approval, and then we 1 
our action 


Nii Mitus. Was not the reduction in the holdu 


not? 


i i 


ng pel od in 1 
as it left the committee? 

\Ir. Reep. That was eliminated, as I understand it, in the S nate. 
Mr. Minus. That is right 

\Ir Wuirt Mr Reed, you had our active support on both of 
lose amendments, particularly the holding period, which to us 
ery serious quest on 


} 
t} 


IS 


Mr. Reep. That is right. Secretary Snyder, in coming before us, 
and the Administration as a whole, talked about revenue, and I had 
sumed right along that what they wanted was a system here to 
ne in revenue 
| do not think there can be any serious dispute that the lowering 
this rate and the time period would bring in a vast amount of 
venue compared with what it Was | think property, not only 
ton but property all over this country, is being held, hoping to 
some kind of a break on this rate. I know it is true in the matter 
timber and farms and homes, and everything else, that it would 
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make a good, live market and bring in a lot of revenue if they wou 
lower this rate. 

Mr. Wuire. As a lawyer, I know two rather important tran 
actions which were abandoned during the past 2 or 3 months becau 
the resulting tax was too large. 

Mr. Reep. I think contemplated transactions were stopped all ov 
the country. 

Thank you. 

The Caarrman. Are there any further questions? 

Mr. Kerocu. Mr. White, if your group had to choose betwe 
lowering the rate and shortening the period, which would you pref: 

Mr. Wurre. Well, in our rather peculiar status, since every deliver 
month matures and the investor in that month has no choice of exten 
ing his period, the 3 months’ period is more important to us than t! 
decrease in the present rate from the 25-percent level. 

Mr. Kroeu. And you believe that the shortening of the period 
that would actually increase the revenues of the Government? 

Mr. Wurre. We have no doubt that that would be the case, ins 
far as cotton is concerned. 

Mr. Camp. Mr. White, | am very much interested in your test 
mony, and I agree that it would be disastrous to the cotton industi 
and would mean a very great reduction in the amount of taxes 
receive, to increase the holding period. In fact, | have advocat 
shortening it 

People use the exchange daily in the cotton trade, all of the w: 
from the warehousemen down to the last manufacturer, and ev: 


some producers in the marketing of their crop where they produc: 


large « rop and it is a necessity for them to have the exchange. 

I am very glad you have appeared here, and I wish you to kno 
that | appreciate your testimony, and that I agree with you. 

Mr. Wurre. Thank vou, sir. 

Mr. Esernartrer. Let me ask you a question, Mr. White. Y¢ 
do not favor really reducing the rate for a speculator below that wh 
an ordinary $3,000-a-vear man would have to pay ih taxes, do Vo 

Mr. Wurre. Of course, that is a question, you might say, of so 
justice that is sometimes something that vou must consider. Fro 
the point of view of revenue, however, it 1s almost a question of wl 
railroad rates used to be and what the trafhie will be. 

That is a harsh doctrine, of course, but if vou get revenue—and 
is badly needed—in one way, and do not in the other, then of « 
vou a hi ve nothing except vou have made it necessary to raise 
taxes which vou impose on that lowest bracket That would | 
position on the thing 

Mir. Esernarrer. That is all, Mr. Chairman 

The Cuarrman. If there are no further questions, we thank 
for vour appearance, Mr. White, and the information you have 
the committee 

Mr. Warre. Thank you, Mr. Chairman 

The CuarrmMan. The next witness is Mr. Robert P. Boylan, ch 
man of the board of governors of the New York Stock Exchar 
New York. 

Will you give vour name and address to the reporter for the ber 


» record? 
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STATEMENT OF ROBERT P. BOYLAN, CHAIRMAN, BOARD OF 
GOVERNORS OF THE NEW YORK STOCK EXCHANGE, NEW YORK, 
N. Y. (ACCOMPANIED BY JOHN COLEMAN, FORMER CHAIRMAN 
AND PRESENT MEMBER OF THE BOARD OF GOVERNORS OF 
THE NEW YORK STOCK EXCHANGE, NEW YORK CITY) 


Mr. Boyrtan. My name is Robert P. Boylan, and I live in New 
York City. I am chairman of the board of governors of the New 
York Stock Exchange. This is Mr. John Coleman, the associate 
governor of the New York Stock Exchange. I appreciate this op- 
portunity to give the views of our community on the urgent problem 
of taxation that confronts all of us. We seek to aid realistically in 
the tremendous work before the committee. The need to raise new 
and greater revenues, and your heavy responsibility to accomplish 
that task, are clear 

We come before you as businessmen. We come before you aware 
of our obligation to the Government. We want to carry our share 
of the higher taxes that are necessary. We do not take the position 
that revenues should be obtained from evervone but us. This Gov- 
ernment of ours is the last bulwark of the free-enterprise system. 
Under that system our country has become great and industry has 
prospered. Our interest in safeguarding and strengthening that system 
is a very real one 

We have tried to approach this question of taxation with a view to 
bringing the highest revenue return to our Government—with the 
least unfavorable effect on our economy in general and upon the highly 
sensitive securities business in particular. 

I believe I can be most helpful if I confine myself to the capital 
gains tax, and stay on that subject This is a tax with which we 
live, as you know. Our day-to-day observation of its application is 
extremely close. It is our hope, out of this experience, to contribute 
onstructively to vour considerations 

You will recall that the Wavs and Means Committee recommended 
n the 1950 tax bill that the holding period for capital gains be reduced 
from 6 to 3 months The bill passed the House with that provision 
ntact The committee at one time also tentatively decided to reduce 
the capital gains tax from 25 to 16 percent. The committee subse- 
quently reversed its decision on the tax rate, but even tentative ap- 
proval would indicate that there was considerable merit to the pro- 
posal 

The shorter holding period was rejected in conference. I am in- 
formed this was one of the very last concessions made by the House 
onferees in the interest of getting out a tax bill 

When the law provided 2 holding period of 18 months or longer, 
from 1938 to 1941, it is a matter of record that revenues from capital 
uns dropped from $12,000,000 in 1938 to the pot that, in 1940 and 
441, capital losses offset capital gains 

In the tax bill of 1942, which was passed in October of that year, 
he holding period was reduced from 18 to 6 months. The full 
mpact of the shortened period was not felt in that year, however, 
ecause the tax-paying public did not begin to thaw out their invest 
ents until the shorter period became law. Despite the limited time 
he shorter period was in effect, capital-gains tax receipts expanded 
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to $6,700,000 for that vear In 1943 returns from the capital rains 
tax ballooned to $266.600.000. in 1944 to $354.000.000. and in 1945 
to S720.000.000 
Although the Treasury has not disclosed the firures for 1946. 1947 
and 1948 tis known that cap tal vais revenues in 1946 exceeded 
lso known that 1947 receipts were only slightly lowe: 
Ss re vrettable that the Treasury Department has not 
these figures for 1946, 1947. and 1948 before vou 
comm 
Other fact undoubtedly contributed his enormous increas 
fundamentally the inerease was due to the thaw 
‘tment capital. Under longer holding period 
mmobilized because tax impediments warped norm 
| naer 3 month pel the investor, wh 
freedom of action 
reedom for capital would pro 
nment with still me revenue It seems just 
e Government would receive less revenue if the hold 
rthened to | tik r more and the tax increase 


} . 
f 


nd his staff of tax experts 


ation tol i ing ordinary Income 

fe points and the capital gi : i? percentagt 
cannot be said without unw: anted reflection upor 
ital gains have been unduly and improperly favored 

The Wavs and Means Committee, better schooled 


ian anv other body wisely determined that the decreas 


+1 
irom capital fTuins Was due to thre pat ilvsis caused by 
od of 18 months or mor Accordingly, the committe 


) 


hold ne pe riod to 6 months with a 25 percent effect 
face of our Governments great need tol additiona 
seems crystal clear that a lengthening ol the holdi 
an inerease in the tax rate would return us to the w 
tions with which we are all familiar—stagnation ol 

tments and resultant loss of revenue to the Government 

ecall that the senate Finance (Committee reported ul 

the Senate with a 3 months’ holding period for capit 

as had been provided in the Hlo sé bill During the debate 

the Senate, an amendment was offered, and approved to strike out th 
months period It was are ued that the reduction of the holdin 
period would be inflationary and a stimulant to speculation. Tha 
view, we are convinced, is fallacious. Actually, the contrary hold 
true So far as speculation COS policing by the Securities at 
Exchange Commission and by the exchanges themselves, in additior 
to the credtt control powers of the Federal Reserve, preclude specula 
tive excesses. And lengthening of the holding period for capital gau 
contributes to an inflationary spiral by preventing a free and op: 

mark curities and commodities. 

rate this by the fact that the floating supply of numerou 

rradually contracting. This trend is being a 


OCKS IS 


cented by the purchases of institutional investors who are buyin 


stocks as a source of income. By institutional investors, I refer, « 
cours to certaim imsurance companies, pension funds, open-e! 
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investment trusts, and college endowment funds. A longer holding 
period will reduce the market supply of securities still more because 
individual owners of securities, their judgments clouded by unfavorable 
tax considerations, will be deterred from selling. Thus an already 
contracting supply of stock will be further limited without curtailment 
of demand. 

May I summarize our position: 

We appreciate the difficult task that confronts this honorable com- 
mittee. The suggestions we have offered were made in the best of 
faith. We realize the needs of our Government in this time of crisis 
and our own responsibilities. 

We are firmly convinced, after careful study, that a shorter holding 
period at the present tax level, will increase revenues by millions of 
dollars. We advise strongly against freezing investments for 12 
months and increasing the maximum effective rate to 37!) percent 

Gentlemen, I want to thank vou for vour considerate attention. 
Before placing myself at vour disposal, | ask permission to file a supple- 
mental memorandum 

Mr. Minus. Without objection, you may do so. 

The statement referred to, when received, will be placed in the 
committee files 

Mr. Jenkins. What do vou mean down there in your last paragraph, 
when vou say, “We advise strongly against freezing investments for 
12 months and increasing the maximum effective rate to 3745 percent.” 
How does that work, and what makes the difference in time so im- 
portant? 

Mr. Boyian. Well, a 12-month period before a man can realize a 
capital rail is almost a lifetime in the commodities and securities 
market, and | prefer to call it speculator or a risk bearer, and you 

ist will not find the taking a risk if they have to look ahead 12 
nonths, and then pa ’ percent aiter carrving that investment tor 
il period of a vear to the Government 

The shorter the period, the more 1 

isa’ months’ perbor it gives the ris 


venue ill be had, beeat 


{ 
} 
| 


< bearer an opportunity to 
around two or three or four times a vear 

Mr. Jenkins. In other words, suppose \ rei it from 
months to 24 mont hen vou would not be needed any more. 

Mr. BoyLan t vou would have would be a ‘‘boom and a 
period. 

Nh Ji NKINS nd anvbody that knows al vth ng about vour 
tivities, while there are some people that mavbe do not have great 
respect for the stock exchanges but anvbody who knows modern 
business knows the ecessitv for them, and theu elhicieney, and the 
Wav thev ares ipported, ana, as I said before, if we « xtend this Ltmita 
tion to 24 months W would drive vou out of business, would we not? 

Mr. Boyan. Yes, su There are 1,320 listed companies on the 


} 


New York Stock Exchange. re presenting a vaiue of $100,000,000 000 


That represents American industry, corporations that built this great 
country, or Made this country great There seems to be ah Opinion 
and | had the benefit vesterday of liste ning toa lew ol vour withesses 
ana ther seems to be an Opinion here that | cannot understand, 
There seems to bea feeling that this capital Ynuins is income Court 


decisions have ruled 
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Mr. Mixus. If vou will pardon me, I brought the subject up, and | 
made a statement this morning that | was referring specifically to th. 
type of individual who ts, within my limited knowledge of this subject 
a speculator who does nothing else except that. 

Now, | can see a difference in what Mr. Kean was talking about 
and what | was talking about 

Mr. Camp. Mr. Boylan, | agree with you thoroughly regardin 
these exchanges. People have agreed, and the Department of Agr 
culture, the banking profession, and business people generally agré 
that without the element of speculation, and without speculators 
actively in the market, the exchanges do not serve the purpose for 
which they are organized $y that | mean at the present time thi 
textile mills, for instance, are gettine Government contracts an 
wishing to hedge their cotton Unless a speculator is in the « xchange 
rt Hay to buy or to sell, why, the excnange does not serve the purposs 

Mir. Boytan. That is right 

Mr. Camp. And | think it 1s most necessary that the exchanges bi 
encouraged Now, the question of a holding period is important \ 
man wants to sell when it is advantageous to sell, and he does not wat 
to be thwarted by this difference in the tax equation. When th 
cotton mills he dge and thev finally secure their actual cotton that they 
want for their contract, then they want to close out their hedge trans 
actions, and they do not want to be stuck with the high rates of taxa 
tion because it is a legitimate business with them. 

Mr. Boyan. It is the risk bearer’s business that carries the hedges 
of the country, whether it be in grain or cotton 

Mir. Came. The Commodity Exchange is the protection given b 
the country to the manufacturer of anv of the commodities sold on that 
exchange, and your stock exchange offers and gives the same prote: 
tion to the bankers, and to the financial interests of the country 

Mr. Boytan. That is right 

Mr. Cam [ have subseribed to the theory that the short holding 
period gives us far more tax than the long holding period, and the 
records of this committee will show that when we increased it her 
once to 18 months, the tax receipts from it absolutely fell awav to 
nothing, and the losses balanced out the gains When we put it ba 
to 6 months, the tax receipts from capital-gains tax immediately arose 
and arose every month, and that was the reason | think that this com 
mittes lt like they could shorten it to 3 months and still raise more 
mone annot understand upon what theory, in the face of thi 
records of the Treasurv and this committee, why thev make thei 
recommendations and tell us that we would get more tax by increasing 
the holding period. I just do not understand it 

Mr. Boytan. You can take the Treasury’s figures, and any period 
and I say this, without fear of contradiction, on any period that the 
Treasury wants to take, and show them that when the rate was low 
and the period short, they received substantial revenue, and when the 
rate was high and the period long, they got little or no revenue. 

[ point out in 1940 and 1941, there they were minus $7,000,000 1 
1940 and minus $68,000,000 in 1941, showing that your capital losses 
exceeded capital gains. 

Mr. Camp. Well, the Secretary of Agriculture testified here since | 
have been on the committee that the speculative feature of all ex 
changes is a natural necessity for them to run. 
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Mr. Boyian. There is no question about it 

Mr. Camp. And if you make this thing long, vou run the speculators 
completely out, and you just simply have a period of high and low 
prices. | appreciate vour testimony, and I hope that we can all look 
into it with that fact in mind. 

Mr. Boyian. Thank vou, Mr. Camp. 

Mr. Kean. Mr. Boylan, you mentioned the question of boom and 
ust 

Mr. Boyian. That is right 

Mr. Kean. I gather that vou feel that a higher capital-gains tax 
rate would impair the liquidity of the market and make for more 
violent fluctuations in securities? 

Mr. Boytan. That is correct, sir 

Mir. Kean. Can vou elucidate on that, and tell the committee why 
that would be? 

Mr. Boyan. I pointed out in my memorandum here that there is 
a new market in the last few vears, and that is the open end investment 
trust. They have taken billions of dollars of listed securities out of 
the market. Also the pensions funds. When the CIO yesterday, 
and I had the benefit of listening to Mr. Ruttenberg advocate a 
5U0-percent tax, | wondered if he knew that the pension funds of his 
own people were going into listed securities, and they have taken 
millions of dollars’ worth of securities out of the stock market You 
have certain insurance companies, and vou have college funds. 

Now, vou add to that the investor or the risk bearer that holds 
securities, and you make the rate prohibitive for him, what do you do? 
You have almost a corner. | can recall in 1929 when men said, “You 
will never see another hundred shares of General Electric out of a 
museum: vou have got to get new securities to trade in.”’ And what 
happened? Steel went up 60 points in 3 weeks Now. that would 
never have happened if vou had a capital gains that was favorable to 
where men were not afraid to take the profits because they had to 
rive away too much. It freezes securities 

Mr. Kean. What vou mean is when a man has a profit, he will 
not do what business sense would make him do, and sell those securities 
on account of that high tax. The time he would probably sell it 
would be when he suddenly sees a situation where that stock starts 
to move down fast, and he suddenly gets seared, and he says, “I might 
as well pay that 2 


} 


25 pereent.”’” And then he throws his stock on the 
market, and the result is that it goes down much faster. 

Mr. Boytan. And further than it should. 

Mr. Kean. Yes 

Mir. BoyLan. Suppose you take 1937 as an illustration, and the 
same thing happened then; you had your boom and bust period there 
n the security market 

Mr. Kean. You lower the capital-gains tax, and the more oppor- 
tunity is given to people to exercise and do things according to their 
own business judgment, and then the less fluctuation there will be in 
securities 

Mr. Boyan. That is correct. It will tend to give you a more 
liquid market, and that is what you need in the security market or the 
commodity market, Ido not care whether it is cattle or hogs; it is a 
ongregation of the most buvers and sellers, and it is the best market 
in the public interest. 
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You know it has been my observation that the most afraid thing in 
the world is money, and it runs to cover quickly when it is frightened, 
and that is your 1932 story. People would not take their profits, 
because of having to pay such a large amount to the Government, 
with the result that when vour market broke for all sorts of reasons 
too numerous to mention, they added to the decline by selling theirs 
on the break, where people ought to be supporting the market and 
buving securities They were hooked at higher levels. 

Mr. Kean. If a man purchases a stock, for instance, a steel-com- 
pany stock, and this is not in accordance with any actual figures, but 
sav, that Bethlehem Steel Co. and United States Steel Co. were selling 
at the same price. Let us assume that a man buys the stock at $45 a 
share. That stock goes up then 20 points, we will assume. Then his 
business judgment is that that stock is now selling too high in com- 
parison with Bethlehem Steel, and he wants to sell his United States 
Steel to purchase Bethlehem Steel, which is still selling at $45 a 
share He would feel that he could not do that because he would 
have an immediately five-poimt handicap against himself, and = the 
Bethleh m Steel would have to go up five points before he vot even 

Nii Boy N. That is correct 

Mr. Kean. And that therefore greatly impairs his freedom to uss 
his best business judgment 

Mir. Boyian. Yes So he sits ar d with his Big Steel, and he 
does not sell it 

Mr. Kean. Thank vou 

Mr. Esernarter. Mr. Bovlar agree entirely with what Mh 

amp has said, and others, this morning, as to the absolute necessity 

exchanges, but l am not thoroughly convinced as to the Justti- 
ation for the reduction in the income-tax rate on speculative gains 

Mr. Boytan. | think we are talking about two different things 

think that you are talking about short LOE \ and | 


talking about long-term capital gains. You asked that same qui 
of Mr. White, and when vou are talking about the speculator, who | 


preter to call t hae risk hearer. because he does nssume a temporal 


risk, 2 does not carry it for a period of 6 months, he is subject 
to normal taxes That is right Wel there is not anvbodvy that car 
avoid their normal taxes 
believe In exchanges but vou do not know thr nt 
thr It) and whe nh vou tina some men mak ne 


1 tive 


ich vou 1 as a speculator, and what is wrol 
is subject to the normal taxes, and he pays 

1 will admit right here that | have ney 

know verv little about and that is perhaps tl 

questions so that an get the proper view 

appreciate that, sil 
vourself in a posit on of beime 
1 am asking for informatior 


ip mv mind at allon this prop 


Thank vou, Mr. Eberhartetr 
i Now on thre part of the Sper vis I that keep 


more than 6 months, what would \ l ugvest b 
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Mr. Boytan. Well, at a lower rate, vou will receive more revenue, 
and at a shorter period vou will receive more revenue. [am advocating 
a short period, and | will go along with the fact that a lower rate will 
definitely bring in more revenue, and I assume that that is the pur 
pose that we are all here before this committee, to offer suggestions 
as to how vou can increase revenue You received $750.000.000 here 
in 1945, and I venture to sav if vou have a 3 months’ holding period 
and a lower rate, that vou will more than triple that 

\ir. Epernarrer. Here is the point that bothers me a little 
and mavbe you can str ehten me out on it Take a person 
has devoted all of his me to Wall Street. and the investment 
ket, and he has holdings mostlv longer than the so-called short period 
whether it is 3 or 4 months Suppose he makes S50.000 a vear profit 
on his speculations de vou proposal, i} » held it more than 3 
months, he would onkhy e taxed 
points whereas the 
poration On a 
than oU percent 

\ir. BoyLan fere re: 
at all If that san li ‘ is a professional trader 
makes $50,000, and do t over: riven period that 
provides for, | vwavs his norm aX n it. aust the 
mah i business 


\ir. EBERHAR 
pa nie 25 p> reent 


Nh Boy 


! 
| 
i 


i ‘ t¢ i ‘ 
have t ) Puls Hy an hat same man 


rocery } 
rink mone 


mont 
Ta) 


\ 


you bad a tremendou 
months ( the Gov 
on apital ns. but 
ana 
look mw tovou 
and li aia ‘Snvder has aske 
percent l aul 7 He ‘sa ad, “Our concern 
egotiating t iv a bank, and when Snvder came out 
the deal flattened all out 


i, Mr. Bovlan 





748 REVENUE REVISION OF 1951 


Mr. Boyuan. That is not only applying to securities; the same thing 
applies to farm lands. You take a farmer who has farmed his land fo 
30 or 40 years, and he wants to retire. He cannot afford to pay this 
57 o-percent tax. What does he do? He holds it and perhaps lose: 
the benefit of a strong market at that particular time 

Mr. Esernarrer. But it would seem to me that from the stand 
point of the economy of the country, investments in business whic! 
would make a net return of $50,000, that money invested, say in thi 
grocery business, would be more for the benefit of the economy thar 
the same amount of money used in the speculative market. 

Mr. Boyan. I thoroughly disagree with you. The way the indu 
tries and the railroads of this country were financed, and they hay 
built the country, vou must admit that, was with risk and ventur 
capital. That is what you are trying to discoruage, or the Secretary 
is, and the CLO, with a lengthening period and raising the tax 

Mr. Esernarrer. Well, your position, then, Mr. Boylan, is tha 
you think speculation is good for the country ¢ 

Mir. Boyian. I do, and I do not think that there is anything wrong 
with speculation, and I do not like the word “speculator.”’ Phat 
smacks too much of gambling, and I think the speculator is a ris 
bearer, and whether he assumes it temporarily or for a long period of 
time, he has ventured his funds. 

Mir. Epernarrer. Well, can there be too much speculation? 

Mr. Boytan. There have been too many controls. I should not say 
too many, but under the present controls of the Federal Reserve Board 
and the Securities and Exchange Commission, and the policing of th 
exchanges themselves, no, you cannot have excessive speculation 

Mir. Epernarrer. Well, if it were not for the controls exercised by 
the SEC and by the exchanges themselves, there would be periods whe: 
there was too much speculation? 

\ir. Boytan. You might have 1 

Mir. Eperuartrer. And it wouk 
country ‘ 

Mr. Boyian. If there was a 10-percent margin instead of 
percent or 75-percent margin, you could see where that wor 


tract speculation, and perhaps you might find periods where 


would be too Tritie h speculation, and if would not be cood 


Ves 


t 
t 
} 
I 


do dumage to the economy ol 


vive vou a boom and bust period, nna we are definitely opposed 


that. The New York Stock Exchange operates under the most st: 
vent set of rules of any exchange in the world, and we police 0 
members, and we discipline our members, and we cooperate in eve 
respect with the Securities and Exchange Commission 

| want to pull a punch there just a minute. I happened to be, sever 
years back president of the Chicago Board of Trade, and | want 
Say that they are the type of institute we are They regulate th 
members, and they regulate their business and operate under 
stringent rules. That goes for the Cotton Exchange 

Mr. Esernarrer. | understand that, and that is a great savin 
the fact that they do not only depend upon the governmental bod 
to regulate them, but that they regulate themselves, and I have hea 
that they are doing a very fine job. I know under the former Cha 
man, the president of the Stock Exchange of New York, a fine jo 
was done at that time. 


Thank you very much 
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Mr. Boytan. Thank you, Mr. Eberharter. 

Mr. Keocu. Mr. Chairman, those of us from New York know Mr 
Boylan and his associate, John A. Coleman, former chairman of the 
board of governors and presently a member of the board of governors 
of the New York Stock Exchange, and we know the distinguished 
service thev have rendered, not only to that institution, but to most 
of the patriotic and charitable and community activities that are 
designed to better the city of New York. I would like to compliment 
the Stock Exchange on their choice of representatives here this 
morning 

Mir. Chairman, | have re eived i table of the figure of the proceeds 
of the capital-gains tax from 1941 to and including the vear 1948 
947 and 1946 being only tentative figures ! understand that there 
is we nerally a lag between the auditing of the returns in which capital 
gains have been included, and therefore we must wait until the 
compl tion of the audit before the final figures for 1947 and 1948 ars 
available 

| would ask unanimous consent to hay 
the record at this point 

The CuairMan. Without objection 

The information referred to follows 


Mr. Keocu. Mr. Boylan, do I understand vour position correctly 
hat you are advocating today the retention of the present effective 
te and the shortening of the period? 

Mr. Boytan. I am definitely in favor of the shortening of 


od 


Mr. Keocu. Have you taken any position with respect to 
lective rate? 
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Mr. Boyian. All I have said with respect to the rate is that vou 
will receive more revenue at a lower rate. I understand the need for 
revenue, and I am really devoting about 90 percent of my testimony 
to the shortening of the period 

Mr. KroGu. So you are 9 to | for the shortening of the period Is 
that it? 

Mr. Boytan. That is right 

Mr. Keocu. The lengthening of the period has been described a 
‘disastrous’ to the cotton industry Would it have a similar effeet 
on the securities industry? 

\Ir. Boytan. Oh, absolutely 

Mr. Keocu. There has been some discussion vesterday and today 
with respect to distinguishing between individuals who do nothing 
but speculate and those who invest It has been my impression that 
the Internal Revenue Bureau has sought to establish some formula 
by which they determine whether one who trades in his own accout 
is really m the business of trading Do vou know anvthine about 
that 

Nii Boy N Well that is t hiference there tine dealers They 
recognize certain people as bemg their business, and they are deal 
In securities 

\Ir. Keocu. I mean besides those who are registered dealers 
Do not they examine the returns of individuals and come to th: 
conclusion that where one has made more trades than perhaps 

that he falls into a different class of taxpayers 


he 


never heard of it, Mir. Keoeh 
mi did not? 


mtnnK VOU Very mith 


No 
‘| 


r. Bovlan, | wat 
Nii Eberhart: 


questions 
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on that poor grocery man that Mr. Eberharter was concerned about; 
is that right? 

Mr. Boyan. I go along with you on that 

Mir. Mason. Well, | think that those are the facts that we have got 
to get into the minds of these people who are worrving about thes 
speculators on the Stock Exchange What we want to worry about 
s vev_ling the dollars into the Federal Tre asury 

Mr. Boytan. That is your job 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Comas. Mr. Boylan, | am probably not a very apt pupil of 
Professor Mason, and | have not been educated vet to his point ot 
ew Now. | want to ask vou a few questions and set if vou can 
aducate me a littl 

Is not the whole theorv of capital rains this, that where one buys 

piece of property and keeps it over a period of time exceeding 

vear, Sav, and he sells it at a profit, he has had an investment u 
property, and he should not have to account for all the proht in | 
That is the theerv of cap tal fains: is it not? 

Nii BOoYLAN Tha Ss correct 

\ir. Comrs. New. the su 


period with respect to stocks would violate that principle would 


i 


reestions ol shortening thre capital 


if vou would have it down to less than a vear? 
Mr. Boytan. Not at all; it would not violate that principle 


\ir. Comes. Cannot a person buy and sell, and buy and resel] 


all of that. and accumulat: his protits, and Make two ol thre 


or mavbe a Aut ( nents mm the period ot t Vea 
profits on eacl 
Nhl Boy! AN here anvthing wrong W th that 
Mr. Comas. It violates the very principle that vou a 
the very basis o Ci tal rains mcome treatin l 
\lr. BoyLan Not all This committee ts 
and if vou can hav I ndividual who assumes 
ver three time i ‘ and pav vou 15. 20. or 25 pet 
1 make the rat hia received r 
\lr. Comes . 
Nii ROY! ] | LK them S 
ct he will be ectan I Lak that 
use the 
not wih { Se th nl eriod 
reasury »jyust will not make that investment 
\Ir. Comps OViah, VOu are ettimng away comple 


ry basis of capil pil and i vou wan rive sper al tre: 


transactions, we ought t ak her kind 
hot long term | 
talking about 
ill Ist! 
is hot pel 
ause he ts ¢ hnvag l 
Nii ROY! LN That - his business 
\ir. Comes. Until can account tor it And why should the 
bondman or the securities man, who buvs and se lls these stocks have 
preferential treatme t there as against the man who buy and sells 


ixable things { 
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Mr. Boyian. If the man in the grocery business buys and hol 
real estate, he gets a capital gain out of if 

Mr. Comps. Because it is an incident to his business and not | 
business; but the business of buying and selling property does n 
entitle the real-estate dealer to capital fAINS On his, at all. 

Mr. Boytan. It does not entitle the individual trader in stoc! 
and he is subject to the short-term money 

Mr. Comsas. | thought we just agreed a while ago that a man ca 
buy stock and engage in a series of transactions of buying and sellin; 
and you have just emphasized that 

Mr. Boyitan. That is what [ would like to see, 
holding period where that could happen 

Mr. Comes. He would not have to hold it but 3 months? 

Mr. Boyian. That is exactly what | am advocating 

Mr. Comes. But under that statement, a dealer might hold bloc! 
of land for vears and get no capital gains, because his business is bu 
ing and selling and making a profit on it. What ts the difference 
that? 

Mr. Boyian. | am not sure that that is so, that if the real-estat 
man buys a piece of property and keeps it for the 6 months, that he 
not entitled to a capital gain on it 

Mr. Comes. The Treasury makes a distinction between the ma 
who holds a piece of property as an investment, and the man engage: 
in the business of offering it for sale and purchasing and selling fo 
the profit on transactions 

Mr. Boytan. The reason I sav that I am not sure about it, tha 
that is so, is because in my business | can buy a security, and it 
my business, and hold it for a period of 6 months and designate 
and have the security in my box, and take a capital gain. That 
why I do not think that there is anv difference with real estate 

\ir. Comes. Let us take the case of the merchant, the dry TOO 
merchant, we will say. He invests in cloth and in dry goods, and | 


keeps them on his shelves, and he buys and sells them just as vo 
] 


would buy and sell stocks and bonds, and he gets no capital Yuin ol 


that-—none whateve That is because it is a gain transaction, ar 
it is the stock that he is trading in, and his profit is not subject to ai 
capital gain, although he may keep it on his shelf for a vear 

Now what is the difference there from the stock broker who bu 


lls stocks? In one instance it is goods and in the othe 


ana sé I 
shocks 

\Ir. Boy LN Nlost of our business is daily transactions, too, al 
it is subject to the full normal tax 

\Ir. Comps. And that is why | am trving to drive a peg down het 
and you want to stretch capital gains down to 3 months Mey ick 
is that it should be more than a vear before it is capital gain, and tl 
very reason tol allowing a capital ain does not exist unless it 
stretched over more than a vear 

Mr. Boytan. | am talking about a period. What difference do 
it make about the period, as long as vou are going to call it a capi 
gain? And I say that the shorter period—and | thought that th 
committee was hunting for suggestions of wavs and means of bringu 
revenue to itl am suggesting that a shorter period will bring yo 
three or four times the revenue that vou received in 1945. 
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Mr. Comps. Now, Mr. Boylan, before we get on that feature, I 
want to ask some questions about that before we leave the other 
I thought we agreed on the opposite, that the theory of capital gains 
; that the investment has been maintained for a period of more than 
year, and to make the man account in one tax vear for a profit that 
his investment has required 2 or 3 years to make would not be equit 
able, and therefore we instituted, [ think it was originally, a 5-vear 
period, and it has been shortened and shortened and shortened. But 
the minute you get it down below 1 vear, you get away from that ides 
f it completely. It is no longer a long-term capital gain. It is 
special treatment given to the special type of transaction 
Mr. Boytan. Oh, no 
Mr. Compas. I have just pointed out the difference between the real- 
state man and the merchant; they have no treatment of that nature 
Mr. Boytan. You say long-time capital gain; and what does a capi- 
il gain mean? A capital gain means that where a man makes his 
nvestment and carries it for whatever period the law permits him to 
do it, whether it be 3 months, 6 months, or a vear, 
Mr. Comss. According to vour definition, then, the factory operator 
who makes a profit on his investment in factory is a capital-gains man, 
s that right? 
Mr. Boyian. If he sells it; ves 
Mr. Comps. If he sells the physical thing; ves Sut | mean the 
profits on his operations. That is what I am talking about. That 
not capital gains under the law 
Mr. Boyian. That is a normal operation 
\Ir C‘omMBS Well buying and selling stocks Isa normal operation, 
seems to me. That is the point | am making with vou, and I am 
trying to find out where the distinction is and on what basis you are 
saving we ought to shorten this period 


Mr. Kean. Will vou yield? 


it 1s capital vain 


is 


If the real-estate man makes a profit out of stocks, that is a capital 
ain; and if the man who is in the stock business makes a profit out 
f real estate, that is a capital gain gut the man dealing in stocks 
vho is in that business does not get the benefit of capital-gains treat- 

nt, and it is onlv the outside A member of the Stock Exchange 
vho trades for his own account and is in the business of trading for 


1s OWN account does not ret any capital-gain treatment 
rdinary income tax 
\Ir. Combs But the man who buys and sells them, 


ii 


; he pays an 


no matter how 
fast he turns them over, gets it 


Mir. Kean. If he is in some other business 

\Ir. Comps. If it is just a sideline, the capital gains applies. 

| do not want to pursue the thing too far, but 1 wanted to draw 
ut the comments 
Now, about vour problem on taxes. Of course, we need to raise 
venue, Mr. Boylan, but one thing occurs to me. You talked about 
1¢ enormous amount of additional revenue that came in when the 
period was shortened. It increased enormously on all types of taxes 

that time, and vou will recall the war emergency came in there. 
lhe capital-gains period was shortened in order to enable industry to 
onvert quickly from peacetime to wartime footing, back in 1942, and 
vith the understanding that when the emergency was over the period 
vould be increased 


} 
} 
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Mr. Boyan. Do you not think you also look back in 1942 or 194 
where you were minus, in 1940 and 1941; there were more capital loss: 
taken there were gains, and that was one reason that perhaps mot 
vated you to suggest that you shorten the period 

Mr. Comes. | think that that is true 

Mir. Boyan. I would like to confine my testimony to the capit: 
vains, Mr. Combs 

Mr. Comps. Anyway, I think it is purely speculative as to t] 
amount of tax, whether there be an increase or decrease Possibly 
there would be an increase in capital-gains taxes on a transaction if vo 
encourage the investment and turn-over in that particular thing, but 
might well be that that money would certainly come from another sour 


where vou pay a prorated tax and came over here and got into this fir 


where there was more profit That might be the situation there 
cannot see how anyone can possibly estimate with accuracy wheth 


n the over-all picture the Government would benefit taxwise by low: 


That is the point | make 
All vou have to do ts take the Treasur fivures 
that 
> Chey prove how much they rol but they do not pro\ 


on the over-all income was and what effect they ha 
of taxes that would have been larger This tax bus 
as VOU KNOW, Is a vastly involved field 

| cannot answer that. It would be purely a gi 
anvbodv has the answer to that 


That is right That is the very point | am makin 


x. Mr. Bogg 
\Ir. Boylan as very n 7 n Mr. Com! 
ning because not debatu 
and economic imptlicat | ilation, whate, 
Wi gre trvihng 
to the commiutt 
a lone hold period, then 


very rious considet! 


hool riti¢ 


ie human 
} ] 
KRHOW Te 


neome is it 


eourt decisions 


iot the theory of the capital-gains tax, th 
to throw this co-called capital vain mto tl 


regular ncome ill be too severe and that it would res 


the moven nt 
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Mr. Boytan. That is right; capital disappears 

Mr. Boaas. Is it a fact that in Great Britain, under the Socialist 
regime, they have no capital-gains tax? 

\Lr S0YI AN. Creat Britain and Canada do not have 2 capital-ga ns 
uX. 

The (‘HAIRMAN if there are no further questions, we thank you 


or your appearance and the information you have fivel the COom- 


mittee 
Mr. Boytan. Thank you, Mr. Chairman. 
The CuarrMan. The next witness, Mr. Carl E. Bostrom, president 
of the Board of Trade of the City of Chicago, has requested permission 
» file a statement in lieu of personal appearance 
The statement of Mr. Bostrom follows: 


BostTrRoM, Pr 


the CCHAIRM 


hoard ay 
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STATEMENT OF JOHN H. G. PELL, CHAIRMAN, BOARD OF GOVER 
NORS, INVESTMENT COUNSEL ASSOCIATION OF AMERICA 
NEW YORK, N. Y. 


Mr. Pert. My name is John H. G. Pell. I am a partner in th 
investment counsel firm of Pell, deVegh & Co., of New York City 
and am chairman of the board of governors of the Investment Couns: 
Association of America. 

Lam here to tell vou what our association is; that we oppose ar 
Increase In the capital-gains-tax rates; why we oppose an increas 
and what our qualifications are for having any views on the subje: 
at all 

The membership of the Investment Counsel Association of Ameri 
is limited to investment counsel. Under the Investment Advise: 
Act of 1940, a person may not call himself an “investment counsel! 
unless he is primarily engaged in giving continuous advice as to tl 
investment of funds on the basis of the individual needs of each client 

Qur function is to bring to our clients the results of our researc! 
efforts, experience, and judgment, in order to assist them to plan ar 
carry our a long-range program that will invest their capital conserva 
tively and efficiently. Our interests are their interests. We do m 
sell securities, nor act as brokers, nor accept custody of our client 
funds. We deal solely in investment advice which our clients a 
free to follow o1 not, as thev see fit. 

Our association opposes any increase in the capital-gains-tax rat: 
on thi 


Tl 


e major grounds: 


higher rates may very well produce less revenue rather th: 


The higher rates will further retard the flow of risk capital int 
industry, and thus adversely affect our national economy. 

3. The higher rates will be harmful to our clients and to the inve 
ing public generally 

All three reasons really come down to one basic reason 

{ny increase in the capital-gains-tax rates will tend to further 
courage capital transactions which are subject to tax. 

On that subject | think we investment counsel are well qualifi 
to speak. 

The clients of our profession, take as a whole, constitute a lar 
pool of equity capital, and they include representatives of all section 
of the investing public. Our profession as a whole has machinery f 
handling accounts from the very smallest to those of substantial siz 
though I think I can safely say that the bulk of our members’ client 
are persons who have a moderate income. Accordingly, our client 
reactions may be taken as fairly representative of the reactions of th 
Investing puble generally. 

We investment counsel know of countless instances where sales 
securities—-which would otherwise be desirable—have been ruled o 
because of the necessity of paying the current tax on capital gain 
In fact, it is our experience that a client’s portfolio in which this h 
not occurred at one time or another is the exception rather than tl 
rule. Quite obviously, if the capital-gains tax ts increased, investo 
will be that much more reluctant to sell securities in which there a 
capital gains. There is no doubt in our minds about that. 
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In this connection, let me make clear that an investment counsel has 
.0 financial interest in whether his client follows his recommendations. 
Our fees are in no wi) related to the number or frequency of transac- 
ions, nor are they based upon any profit-sharing arrangement. They 

re in the nature of an annual retainer, which is a fractional percentage 
f the principal value of the funds under supervision 

Because an increased capital-gains tax will further discourage in- 
estors from selling securities in which they have profits, we believe 
hat an increase in the capital-gains tax rates might well defeat its own 

jective of increasing tax revenues 

The capital-gains tax is a tax with a diminishing return. The 
mount of revenue produced depends not only upon the rate of tax, 

it also upon the dollar volume of capital gains which are realized. If 

50-percent increase in the rate should result in reducing the dollar 
olume of capital gains by one-third, the Treasury would be no better 
than it is today 

I do not know just where to locate the poimtl of diminishing return, 


it I do know from experience and observation that even at 25 per- 


nt the tax discourages security sales, and 1 am convinced that a 

cher rate would produce less revenue 

Qur second objection is that higher rates would retard the flow of 
risk capital into industry. If our economy is to remain healthy, there 
must be new enterprises coming along to replace the mature ones 
Capital is attracted to new and young enterprises by the prospect of 
profits If this prospect is destroved or too greatly diminished by 


capital-gains taxes, these young enterprises will be unable to attract 
ipital and to finance new production facilities 

For example, there is little doubt in my mind that if materially 

rher capital-gains taxes had been in effect during the last few vears, 

would have been far more difficult to raise the equity capital neces- 
sary to finance the great natural-gas pipelines so swiftly and success- 
ily. This young and untried industry was able to attract the enor- 
mous quantities of needed equity capital primarily by the prospect 
f capital gains 

Finally, we are convinced that an increase in the capital gains tax 

tes will make it that much harder to persuade our clients to make 

ose changes in investments which seem necessary from time to time 

yperly and soundly to invest their capital 

The investment requirements of a particular client will vary from 
me to time, and over a period the investment characteristics of a 

rticular security which he holds may change, rendering it unsuitable 
for his portfolio. 

By tending to maintain investment funds in a more static condition, 

increase in the capital gains tax rate will work to the disadvantage 

investors, whose contribution to the capital needs of our economy 
most important and necessary 

Thank you, Mr. Chairman 

The CHairmMan. Mr. Kean? 

Mir. Kean. Mr. Pell, you represent investors entirely and_ not 
eculators? 

Mr. Pei. That is correct 

Mr. Kean. I note that you have not mentioned the holding period 
What do vou think about that? 
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Mr. Pery. Our association has taken no position on the holdin 
period or time question. We are solely concerned with long-tern 
investing 

[It is my personal opinion, if you care to have it, that the holdi 
period should not be lengthened 

Mir. Kean. The holding period should not be lengthened? 

Mir. Pecu. It should not be increased. 

Mr. Kean. Why? 

Mir. Peci. For exactly the reason given as the substance of o 

argument on rates; it will tend to reduce transactions. 
Mr. Kean. And, therefore, reduce the marketability of the secur 
es that vou may want to sell or buy and, therefore, instead of havin 
a quarter of a point differential or an eighth of a point differenti: 
between bid and ask, it might be one point? 

Mr. Pecu. That is correct. 

\M[Ir. Kean. So that the entire reason vou do not favor an extensio 
of the holding period is the question of marketability and not 
question of what actually is a capital investment and what is not 


tf} 
tt 


capital investment? 

Mir. Peci. That is correct 

Mir. Kean. I have felt all along that it is probably better not 
reduce the holding period, as was suggested last vear, because I thin! 
reducing it to 3 months vou are giving the benefit of capital treatme: 
to what really is not capital in the intent of the purchaser. Tha 
has been my position 

Now. [| am not sure as to the suggestion which bas been made b 


lreasurvy for extension to 1 vear | think generally that som: 
who holds a security as long as 6 months probably had the inte: 


making a real capital investment when he pure hased it 


Mr. Pi In my experience as an investment adviser, the preset 
rth L Curr Soa suitable period Certainly none ot our chien 
irities which thev intend to hold for less than 6 mont] 
lengthen the period, | believe you will reduce the market 
r transactions { lot can happen in less than a ye 
haunge 
War may start 
War may start 
There may be an entirely dil 


Securities whi h eertain classes ol pe opl should hold 


ferent set Ip and a chal 


f ; 


Exactly. A couple of months is something entir 


~ 


2 ‘ar or more is something entirely different 


th 33 r\ suitable period from the point of view of the invest 


setae 
\Iy (one objection to extending it to a vear might ar 
I estates [It is true that the Federal estate tax Is not 

hs after the death of the holder of the securities, bi 

Jersey vour estate taxes are due in 1 veat The qu 


to sell the securities and not having the benefit of 


within that vear’s period in order to meet the estate ta 
a faurlv serious one 
person who res control of an estate and sees the secu 
tickly is in a pretty difficult position if he feels that he « 
uritv when he should sell for economic reasons and 


pens to go up and then nught suddenly start to vo dow 
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The question is whether than man or that trust might be attacked 
by the heirs for not using good business judgment which would be 
really guided by taxes rather than by his best ordinary business 
judgment. 

| think any tax that impairs the normal business judgment at 
prevents vou from doing what vou really would in accordance 
wst business judgment is a questionable tax. 

Mr. Pevi. | agree with vou, Mr. Kean. | think that 
York State estate tax is pavable at the end of 1 vear 
ly a good many estate taxes are pavable at the end of 

1 think vou will find thi: ‘re are many sensible reasons for hold 

period to less than a veat An awful lot can happen with 
veal Six months at, is a suitable period Six months 
suitable PerLod from the pol f view of the long-term investo 

Mir. Kean. That 

The CHAIRMAN Ir. Simpson 

Mir. Simpson. Is the practice pretty general of wit 
sale because of tax reasons any stock-making capital vain: 

Mr. Pei. I would go so far as to say that we investment counsel 
probably have a client who is not withholding a sale which we think 
could well be made because of the present capital-ge { 
People do not like to pay what seems to them a very hig 

Mr. Simpson. And thev are hoping that the tax will be reduced 
sometime? 

\Ir PELI | vould sav in most cases they SHNptLy 
vould rather stav : am and not necessarily hoping 
benefits The \ ist do not want to make the chang 

Mir. Simpson. Or because if they were convinced their principal 


‘ 


ndange! thev would balat the interest and take a chanes I suppose 
and sell them 

Mr. Peut At the present rate I have always found that 

client strong enous htotakea profit he will do so 


\Ir. SIMPSON (nv increase would make it less likely that 


ollow good business practices perhaps? 

Mr. Pew! That, | am certain is the case 

Mir. Stimpson. Thank vou, su 

The CuarrMan. If there are no further questions, we thank 
r your appearance and the information given the committees 

Mir. Simpson. Thank vou, sir 

Che CHarrMan. Without objection, the committee will stand 
cess until 2 o'clock 

Thereupon at 11:30 a.m.. the committee recessed, to reconvene a 


; 


p. m., of the same day 
AFTERNOON SESSION 


The committee reconvened at 2 p. m., upon the expiration of 

The CuarrmMan. The committee will please be in ordet 

The first witness this afternoon is Mr. Calvin K. Snyder, secretary 
of the realtors’ Washington committee, National Association of Real 


Estate Boards, Washington, 1) i. 
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STATEMENTS OF CALVIN K. SNYDER, SECRETARY, REALTORS 
WASHINGTON COMMITTEE, NATIONAL ASSOCIATION OF REA 
ESTATE BOARDS, WASHINGTON, D. C.; AND GERALD D. MOR 
GAN, OF HAMEL, PARK & SAUNDERS, ATTORNEYS, WASHING 


TON, D. C. 


Mr. Snyper. Mr. Chairman and members of the committee, I a 
Calvin K. Snyder, secretary of the realtors’ Washington committee o 
the National Association of Real Estate Boards, 1737 K Street NW 
Washington, D. C., with offices also at 22 West Monroe Stre« 
Chicago, Ill 

Our membership consists of 1,122 local real estate boards and 44,60 
individuals and firms of realtors. We represent every phase of tl 
real estate industry. 

We appreciate this opportunity to appear before you. 

[ should like to confine my remarks to the recommendations of t] 
Secretary of the Treasury with respect to long-term capital gain 
In our opinion those recommendations as applied to a sale or exchang 
by a taxpayer of his home, where he reinvests the proceeds in anoth 
home, and as applied to a trade of one home for another home, w 
seriously accentuate what is already a gross inequity in the law 


Under the present law, if my home is destroved by fire, or by flood 


or by some other catastrophe, or if it is taken by the Government fo 
public purposes, the gain, if any, resulting from the insurance inde 
nity or the condemnation award is not recognized, provided I use t! 
proceeds thereof to acquire another home 

But if | am forced to move from one city to another because of 
change in my job, I am caught in a trap. If my old home has 
creased in value over the original purchase price, this increase will b 
taxed to me as a gain, yet, at the same time, I am required to pa) 
comparable price for my new home. I had a home, and now all 
have is another one, which costs all the proceeds from the sale of Ih 
first home. Neither is worth any more or any less than the oth 
But in changing my home, | have incurred a substantial liabilit 
The home owner does not believe that this is fair 

The Cuatrrman. That would be equivalent to a net loss; would 
hot 

Mir. Snyper. Yes, sir; it would 

Let me give you a glaring example of what the present law does 

Suppose that in 1946 I bought a home in Detroit for $10,000, ar 
mv brother bought one in Cleveland for $10,000 As a result of t! 
cheapening of the value of the dollar, the fair market value of I 
home in Detroit is now $15,000, and the fair market value of 
brother’s home in Cleveland is similarly $15,000. I am transferr 
to Cleveland from Detroit and my brother is transferred to Detro 
from Cleveland, and we decide simply to trade homes 

The law now says that I[ realize a taxable gain of $5,000, when 
take over my brother’s house, and he realizes a taxable gain 
$5,000 wher he takes over mv house. Because we were transferr 
in our jobs, we are each penalized to the extent of the tax on $5,00 
worth of increased value which is not a real gain 

Let us take another example: | have been employed by the 
corporation in Midville, United States of America, for 20 year 
Midville is essentially a one-industry town. The X corporation 


‘ 
\ 
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its plant in Midville produces aluminum windows. It also has a 
plant in Centerville, United States of America, where it produces 
various other aluminum products. 

The National Production Authority prohibits the Midville plant 
from making any more aluminum windows, and the Centerville plant 
has received a large order from the Military Establishment for the 
production of vital parts for military aircraft. Because of the Na- 
tional Production Authority order it is necessary to the X corporation 
to close down—at least temporarily—its Midville plant, but it needs 
all of its key Midville employees to work on the military contracts 
at its Centerville plant. I am one of the employees transferred to 
Centerville 

Because of the closing down of the plant at Midville, I, along with 
many other employees in Midville, am forced to sell my home. But 
because Midville is essentially a one-industry town, and the industry 
is shutting down, I cannot sell my home even for what I paid for it 
and I am forced to take a substantial loss 

Yet, when | purchase a new home in Centerville, I am compelled 
to pay a higher price. 

Can I deduct the loss in computing my tax? Uncle Sam says “No” 

1 will tax you if you have even a theoretical gain, but | will not let 

vou deduct a real loss. So at the present time, the Internal Revenue 
Code bestows upon Uncle Sam a heads-l-win, tails-you-lose home 

owner hunting license. And we hope the committee will agree with 
us that the home owner is treated very unfairly under the present law 
n respect of sales and exchanges of his home 

We believe that it is extremely Important in this period of defense 
mobilization not to have provisions in the laws of the land that dis- 
courage or impair the mobility of working men and women 

We believe that the existing provisions of the Internal Revenue 
Code—in their treatment of gains and losses from sales or exchanges 
of homes—do have this effect, because the, penalize pe ople who have 
o move from one place to another in response to the demands of the 
mobilization program 

If the recommendations of the Secretary should be adopted, the 

nalty would be even greater. In the case of the small-income home 
owner, the Secretary’s recommendation would increase the existing 
enalty by 29 percent. In the case of the larger income home owners 
the recommendation of the Secretary would increase the penalty by 
we percent, 

The staff of the Joint Committee on Iniernal Revenue Taxation 
recognized the gross inequity in the present law, and 2 vears avo made 
recommendations to this committee that, if adopted, would have 
emedied the situatior At that time the Treasury was opposed to 
any change. 

We are happy to see that the Treasury now also recogrizes this 
nequity. Wher the Secretary was before the committee or February 
, he stated, in answer to questions from members of the committee, 
that the existing situation was inequitable and that the Treasury had 
t under study 

We believe the inequity should be removed, and removed now, for 
every increase in the tax rate only serves to make the inequity greater. 

We urge, in the case of a sale or exchange of property which, for the 
required holding period has been used by the taxpaver as his residence, 
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that anv gain on such sale or exchange be not recognized if within 
a period of 12 months following such sale or exchange, the taxpay: 
acquires other property tor use as his residences 
however, the new property should cost less than what wa 
from the sale or exchange of the old, we suggest that gain b 
cog | to the extent of that difference So that the chang 
which we recommend would result merely in a tax deferment rathe: 
a tax exemption 
our suggestion that the basis of the property acquired 
vy the unrecognized ruin on the sale Ol exchang of 
disposed of 


ther recommend that | 1 1c a Ol exchange 
rich, for the required holding period | by the t 
s residence. be recognized and allowed as a deduetion 
pending before vour committee, H. R. 62, introduces 
would aecomplish all of our recommendations ex 
to losses We bye lieve that our recommendations ca¢ 
in extend the existing policy of sections 112 (b l)and 1] 
Revenue Code to sales and exchanges of homes 
is necessary to do this in ordet 
ree mobilitv among our working forces, 
working men and women to meet mobiliz: 
ts without being severely penalized therefor; and 
all home owners TRirky inder the tax laws 
ides my statement, Mr. Chairman 


rmission | would naaition ts 


} 


I i uh i 
pt from Fortune mi: of May 1949, on tl 
An Informal Let ? a Tax Lawyer—Subject 


as follows 


to 18 


‘ 
I as thev sn 
or S8.500 and 
of SY_000 
vears and tri 
iat vou will hav 
at least 








t-EVISION 
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assessments for improvements. such as sidewalks. sewers, street improvements 


etc., vou are entitled to add those to vour original cost You may not add tl 
rdinary real-estate taxes for which vou have been claiming; 


g deductions as vo 


I eh \ 1 may add the cost of any capital improvements vou 


e made, | 








! ne cost of repairs Capital improvements are those that inc ase the va! 
r prolong the life of your property Repairs just put the property back wher 
once Was Sometimes the dividing line gets mighty thin but. of vour outla 
1 me ft i ou could include the cost of finishing the attic and putti 
extra bath, as well as installing a shower in vour old bat! You could a 
le storm windows, and the shubberv vou planted (but not vour doctor b 
for I bago after vou did all that digging 
\ ( ) ( de in vour total co inv painting or papering, or po 
cost of repairing the part of the roof ui ruined trving 
| [10N aeria If vou had p on an ¢ r ew root vou could ad 
. t gutters you p the old roof is hot a capital it 
< it 
la rgo i ou conve ‘d to oil and then had convert bac ) ' 
I Che cost of both cor rsions can | rdded, and also the « 
a rT I L ( r basement Mak i i r maior ter , . 
iM wna nake & guess at ft 
I vy rice vou would l ta ‘ 1M es | ile i“ is comn 
rt ibstra } » da » ge our f g price and 
‘ ’ ive e option of paving « er the flat 25 per 7 it ga 
r ol ling hail of the gain our income, whichever results tn the lesser ta 
\ irl I i has \ il Wi 1 me of ss than 544,000, would els 
le f the capital gai s ordinary income-tax computations 
N he crowning | \\ I have decided vou might as well r 
WwW, rather than wait and get it a few vears from now You said vour compar 
is genero agreed to pa Vour moving expenses to Omaha, which ve 1 felt ‘ 
quite a break s e the cost wo i probably exceed S900 But vou will have 
i r ! ate r the inv pa for mo y urftamily tot 
( i M { \ I riti\ primar \ yvour rT > i! | 
a r Lilo! » r ¢ | r cor vo 
\ I I ( ling t ‘ I r eX ‘ yur me if 
! ire not ™~ 24 of the code disallows ar ledu 
i ‘ und 1 ing ed a a ty iwwpa r 
eld its r i anew lo 
Sona t I Va ‘ ir > + pa 
| i i i f ’ ’ rom { 
rf I ur ’ g for i ver ave 
I ( ist ear 
\ : i i i ‘ ik “ 
i i! ig 
' t ( ni i 
ga i Are , \ " , ’ 
NI I ‘ | i ! i 
, 
bp} ‘ I mu i . 
, ‘ i Y | 
’ \ | ‘ { 
i i r ) i | ‘ | i st fl 
We i i 
< , 
Mi H. Muinwes 
Phe CHAI Nii | ber mart 
Nii ie H rh! Ny snvael will youl proposal bring In ace 
Lione enue 
\Ir. Snyp Che proposal would not bring in additional revenu 
as such, but would recognize an inequity which exists and prohil 
that inequity from becoming more extreme 


Mr. Erneruartrer. There might be some difficulty with respect 
administration. if this proposal were adopted. J] have in mind instanes 


where a family with a considerable number of children requires 
vood-size home The children grow up and thev either vo to colleg 
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or get married and there is then no need for such a large residence and 
he people move to a smaller residence 
How would your proposal operate in a case like that’ 
Mr. Snyper. The man is going to take a smaller residence pre- 
ymably which would cost less money ? 
Mir. Enerwarter. Yes 
\[Ir. Snyper. In that event, then, he would pay the difference of 
he actual gain in dollars and cents as a capital gain 
Mr. Eneruarrer. That is, you would charge him capital gain on 
ie difference between the new house he purchased and the house he 


, 


sposed of? 

Mr. Snyper. Let us take a specific example. Let us say that hi 
ved in a house that he bought for $20,000 and he had a large family 
le bought the house in 1935. In 1950 he disposed of it for $30,000 

[ nder the present law he would be liable for i capital ein, all red 
ipital gain tax on the $10,000 difference, less the appreciation 10! 


l 
I 


~ improvements and so forth He how sells that house 
Qur proposal is that if he reinvests in another home for his own 
! 


sidence within 1 year the money that he got from the sale of his 
house, and let us assume that home cost $20,000, the home he sold 
would be treated for exactly what he paid for it, $20,000, so there 
would be no capital gain on it 
He buys a new one tor $20,000. prov ided he reinvests all the money 
ne got from the house Ten thousand dollars he had in addition in 
cash would be a taxable gain 
\Ir. Eperuarter. It would be a taxable gain? 
Mir. Snyper. That is right 
Mir. Ererwarter. You do not take into consideration the cireum 
ances that arise so that he does not need as large a residence? 
Mir. Snyper. It would not make any difference if the formula were 
yphed 
\lr. Eneruarter. | was afraid that question might be raised 
now of many instances where people have sold larger homes after 
children have grown up and become married or have gone to 
re and do not « xpect to be home much, and then they buy a mus I} 
e moderate home 
You ado not think that would cause difheulties? 
Mr. Snyper. No, s It would not make any difference Both 
yuuses would be treated exactly at the time of the sale 
The CHarrMan. Mr. Kean? 
\ir. Kean. If the man you are talking about in his new place of 


‘ 
i 


7 


ness took an apartment, then he would have to pa the full tax 
\ir. Snyper. Yes 

Mir. Kean. Do you thin 
s move would have to be made involuntarilv? There might bs 
ople in certain communities who might be trading around from 


‘ there is anvthing in the Sugvestion that 


ise to house as they see one that is cheaper and making capital 
s that thev would not show 
ere Was some talk 2 vears ago when this matter was considered 


this committee as to the possibility ol putting ina clause that the 
inge from one community to the other had to be involuntary 

\lr. Snyper. No. sir: | do not believe that would be true. Mi 
in, because you automatically transfer the basis for the deferred 
ation on the taxpaver You do not maintain it on the property 
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in Detroit When | move to Cleveland, I then take it 


take with m 
That is my obligation as a taxpaver 


You merely transfer the basis and defer the payment until some tit 


when vou would make a change. Maybe | sold the house for son 
body else to rent When that man sold the property it would 
involve him If | de ide not to even own a home of my own. tl 
| would pay the full capital-gain tax on the increment 


\Ir. Kean. | would like to ask a question, if the chairman « 
not object, that has nothing to do with this point, but does ha 
something to do with real estate on which this ventleman is an expe 
with reference to capital gain 


} 
/ 


What - he situation with reference to people who 
larve tracts ol property and the 


mav unhe 
n decide that thev wish to sell 
| understand that certain rey ilations sav that one 


\ . nta ty 
Vou cutas 


thro ioh you are in the business of real estate and vou do not I 


‘ ) P 
2 capital rains treatment that is. 1f vou sell 1 in) lots: 
if vou sell the tract as a whol vou do get the benefit | the cap 


is t itl nt be muse vou are TOL ¢ msidere 1 to be n the real-es 
') ~ icss 
\Ir. SNYDEI Nii Kean, | am not so sure that I ean rive Vou 
eciiic answer to that question | KhnOoW OF certall Cases In liti@at 


vhich have been decided, as vou have been desertbine, when a n 


Leite iin a matte presumabdiy to obtain his income, a substar 
Mir. Kean. LT understand if vou do not sell it as a whole, but 
price tor one cornell that then thev claim vou are nthe! 


\ l 1) 
\Ir. Mo N. Mir. Kean, as a era ile what vou sav is co 
Wh I mpiv putt Ore street through would | sufhierent 
treat vou = hav ney vone mito the 1 al Stal busines of cours 
iuestion of tact. Dull | know of several specifi examples Ole I) pp 
dar of a man who owned quite a large farm 20 miles outside of o1 
Oul ig cities, and as the eitv has moved out in that di 
that particula n-town part of the farm, consistin of a 400 
mn of the whole farm which has about 3,000 acres, is unecono 
to Use : farmland nny more 
his man has been wanting to sell that for some | I 
Sells sa single tract, he vill be taxed a il ico! 
rates on th whole amount 
divi 2 if p into smal racts hie will bye ited as ii 
1 o the real-estate busi uns that he has from 
Sil | TT treated as ordimary come 
So that La i has been sitting there outside this city ow tors \ 
oO mV Knowledge lt Ss not berng tarm d and it is not bet 
Yet there sa tremendous demand for land ind for land fo ho 
That is one of the effeets of that rule about which vou spok: 
Mir. Kean. The rule would only be effective if he sold actually 
small lots You sav he has 400 acres If he sold 100 acres to 


man, ana OO acres to the other the could not say he was 
real-estate MISINeSs, could they 
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and an increase in value by reason of the devaluation of the doll 
is rather an unfair position in which to place him where he has 
pay a tax 

Mr. Foranp. Of course, the purpose of the bill is to transfer th 
from one date to another Eventually he will have to pay on t 
cadillerenece 

\Ir. Snyper. That is right It is just a deferred program 

Mr. F Nb. | would appreciate it if your organization would ¢ 
thought to this other Suggestion 


\lr. SNYDEI We certainly shall 
Mir. Foranp. Where a person is more or less compelled by cir 


Stu es to purchase a new home before he has had an opportunity 
dispose of his former home, | think we should have a limitatior 
period wherein the action will have to be taken so it will not bé 
n Ol sp liation 

But sol attention should be ven to that point before any bil 
t] ) I cted into law so there will be fam and equitable ti 
n dl 


! ‘fF | Forand, that | regret \Ir lo 
Llexand i former Member of Congress from the State of Missou 


\ Vil | in of oul iX w cislation C‘ommiuttee was unable 
be here to testifv himself We have spent a great deal of time in 
study of ese tax measures as they alfect home ownership, and p 
{ ’ rl no n view of the tr menadous anticipated mig ition of far 
li irom ol community to the other and the exchange that obviou 
\] | } rrr ot rly 1 \ 
\ I D persona 4 I Litho ! S yp 
( ) i thi m ‘ Ne ) bue-prose Cin Thiet 
l ) ) he law alor that | that in view of the deve 
ense program and thi ssit or the removal o 
‘ ) oO pia o the otl ind pat that nh view o 
0 er me : ) co ra I Ss ea 
| 
\ir.s Ir. Mo ' 
‘ \ | . . 
| } - j Ie ct (0 ! ( \\ | 
, ‘ ( » Phi b> we 
a“ | } (0 liis ol \\ th io CTHDIOVE 


\ ) \ } ho \ 
| (‘om 1 Wasi oO 
) j hie } i ! ) i ho ! Phila ! 


0 | ] roing to be taken Into accou t and recognized o1 


0 ) f moves, 1b 1s Oul pos tion that aot not contlorm 
pr ot Live | ternal Reven lt Cod ith othe sectLlon 











kor example, vou ‘tion 112 (f) dealing w 
conversions, if your house is destroyed by lire, Or if it is tak 
Government exercising the power of eminent domain 

We have section 112 (b 1) which savs that where property held 


fot productive use or for nvestment ~ exchanged fol other propel \ 
for productive ( nvestment, Gain is not recognized 
4] f the old property is transferred to the new 


()i course Cre ) ‘ 
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thre | ino Bankers Association and myself to make this presentati 





in +} » hohalf 
In addition to that. IT have letters with me from the bankers as 
ciations of the six States listed, asking that I present this for th 
l ar ( » stress primarily the savings and loans a ( 
| | m more tan ! with that s } 1) Du 
| races other tax-free cred Ihre , 
er States lirect! ected by some of tl 
tions wh ens (‘hic ' ? ne 7 ‘ 
oO stres he ta lam not | } ) nt 
( ( Bi se of th ‘ he Tlline Rae 
\ | ) or w ! | ) } tt) } ! " on 
tl , nois Natio | Bar a Co nd so o 
ard with their thir le res nt t] 
a +} unter a ay a> oe 
( an \ reer } t rut 
~ n . tions. thou thy : 
vely small, one with 1 es a le less th $ 
: mee with reso af 219 to & : me 
So] y emphasize th that I am speaking about the lit 
b | | | hi we of uation 
\ < mit ( to it. to begin with. histori 
ha « | building and | sociation consisted of the band 
} . = 1] oun oO neal neon] eirhbo ho re | 
= I of mo \ ‘ wiry mad perio | na to ™ 
commor! h tl nt of lending tl 
ne of tl owt "D he purpose of eres 
cl " sand 1 ns of termi 
vi he first one to h the privilege of borrowv | 
COM) , ~\ etimes thev drew lots ane metimes the 
| i ra he hidd wh we 2 thy ly rhost rf 
vho obtained the use of the funds When, a 
thr ryihe é mulated addition il monevs the repeated thr pro 
( tel da second loan to one of herr own members I} 
( ( | out or mempdoel mn othe Con! ! Cs Oni 
lk constituted thi : n Chev did no nd tl 
CO! , oO nonnparticipants: only hose lo ' hhbors 


borrov ng this local group, namely, when there w no furtl 
t So! | al ISSOCIATIOI to ee nue on, Was ad banded nye 
mor Ss 0 nd were divided mol the memb zs aeco , te tl 
p , nterests Ih ii no comp! ( financial 
{ { | adno paid emplo ( ( Dt DOSSIDIN thre rhe who 
the Un vere ho $ \ Oo make prot 3s TO! nvestor ? 
1o t Y I 1 they 1 operated rom one mel! 
hor 

Phe l me went on some agere ve entrepreneurs arose 1n {| 
roOuUp rid Ol ( ved the Mie? Oy} Ovptainil ivVil monevs 
pcop who | ad no desire to build homes and who were not ther in! 
diate neighbors Thev encouraged larger savings both in installn 
payments and in lump sums They promised these people that tl 
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and this is from the New York Times 
21, i9ol: 
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present corporate tax rates they would pia the Unit 


ronment about $150 million to $200 million. That h: 


to our Government several times over in the past, lt mu 


how 


point in this statement, I have stressed the inequity o 


exemption to savings and loan associations l am mor 
theu operations than with other tax-free finan 
HLlowever, other bankers in the States where mutu 


and other tax-exempt financial mstitutions opera 
+} 


ne to present the tacts regarding their tax freedom 


nutual Savings DANK Was Incorporated 1n Boston in 18 
t Institution of Sav nes Since that time mutu 
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Washington, Wisconsin, Delaware, Marviend. 
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2) and 101 4) of the Internal 
associations, and Stati 
second, repealing the applicable provisions 
Union Act, section 5 (h) of thi 
section 26 of the Federal Farm Loan Act 
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red credit unions, Federal-chartered savil 
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Mir. Reep. How many savings banks ar there, 


Ol 


ao you 


se in the savings banks? 
Mr. Tar. I believe they are included in mutual s ings banks 
\Ir. Reep Do vou have any figures to show for a p od of i 
many mutual banks have failed how many of the Comn 
<s have failes nd how many of the loan associations have | 
Nii PARK I do have ficures Congressman Kk ed, but J 
ress n Sell it! NiO ny manne! 
Phe failu Samo! I commercial banks wert ‘ are W 
mw that The f nong the mutual savings banks were vi 
The { ) the savi s and loan sso ns in \ 
! ‘? (i ft) ! ’ ‘) il itl beca is th I { i row | 5 
sin , | mh th Home Owners ne) Act « f 
| R p. You ) I how abo their fa 
No even concede, for t] dis 
al LOW 
L might however bring out the point First of all I do no hink 
{ hat itseli ha a Dea mr On Lhe tuation | wi ad be ine I oO 
that if we d d not have a Federal 1) posit Insurance Co poration 
ch lends confidence to our banking system, and did not have a 
deral Savings and Loan Insuranes Corporation 


Which lends 
nee to the Federal say ngs and loan peop!e, that som day, and 
not talking just 


wildly, there co ud be avery great adverse effect 
) thre comme! a! S Dank ndustry by Virtue ol the lbniair 
wetition that « Sts today n favor of the avines a ic ahh USssor 
s and Pprimaruv be se of their tax exemption 
Mr. Reep. Does the Federal deposit Insurance apply to i 
rn DOAnKS 
Ir. Tark. Yes oes 
\ir. Reep. Thank vou \ rv mucl 
Che CHarrMan. Mr. Jenkins 
\lr. Jenkins. Mr. Tay | think vou have made a very str 
for your side of this proposition. I am glad that vou recoe 
ure two sides te | hope that these two big ban iit \ Cs 
the Nat On, the | , and loan associations al Vings 
Ss associations One group and old time banks in he other, do 
et into any serious controversy about this Miatter be is Doth 
hese eroups are very important to the reneral welfa ‘ 
Yo sav that vou represent the bankers associations of th Stat 
LIINOIs You mean that you represent the State Bankers (ssocia- 
1 of the State of Illinois? 
Mr. Tark. That is correct. sir 
Mr. Jenkins. Or that you just represent 


MKS! 

Mr. Tark. I represent officially the Ilinois Bankers Asso itiol 
ch means nine hundred-and-som« banks existing the State of 
ois, both National and State banks 

Nii -ENKINS This I applies to thes other State 

Mr. Tark. Yes, sit 

vin Ay NKINS. OF co ( Wwe all recognize that the Hato il Dan 
have gone a long wavs from what they originally were intended 

by In other words, you find fault with these buil ng and loa 
ations in the r ad | a, The st bic banks Iso a Vert vi 
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their money there that they issue checks on. The savings and lo 
associations do not have that right 

Mr. Tark. The greatest right we have that they do not have is 
privilege of paying taxes. That is the greatest distinction betwee1 

Let me give you a few figures. They can dispute them if th 
choose to do so, Let us assume or imagine a $10 million savings « 
partment in a commercial bank and compare it with a $10 mill 
savings and loan association. ‘That savings bank, commercial savi 
bank, for its savings department will keep approximately 15 pere: 
in cash. It will have invested in Government and other securiti 
approximately 52 percent. That means there is $5,200,000 so invest 
It will invest in real estate mortgage loans—and I am taking a 
figure of 33 percent—$3,300,000 

Now, then, on those Government bonds the commercial savir 
bank will earn at the rate of 1s percent 

Mr. Jenkins. You are not answering my question. We would 


vou right not to let vou go ahead, but these gentlemen kn 


‘taken up a lot more than your share of the time. | 
a party to it I am not going to object; if vou have 
to read, go ahead and read it Go ahead, as far a 
The income on real estate loans at 4% pereent is $148,50 

ent bonds it was $78,000. That is a total of $226,500 

risde of that we place our savings and loan association 
carry less than approximately 5 percent in « 


percent. Thev have about 10 percent of thei 


d in Government securities which they will invest a 


l am taking 2 percen not 2 That is a $20, 
hic e { 1] , 
which is $8,500,000, they will invest at an aver: 
5 percent wh ( h comes to $4275 000 
a 2TOss Income n that savings department 


bank of $226,500 and in the Savings and loan associat 


inate operating expenses beca ist 
erating a savines department 
same as operat 


the bank pa 


that is S6O.000 
nd loan assoc 
Bt reholdes 
We have only $77,500 | 
associations On a pal We will a 
pel and the savings and loan association DAVS 2 
Lhe y might argue a 1c sav, Why don’t vou fellows 
rest? What is to stop you from doing it? Let 
We deduct $170,000 of interest from gross incom: 
d we have $56,000 profit. Applying your 47 perce 
vou are left with a $39,000 net income after taxes in a 


ngs bank of $10 million savings. 
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In these savings and 


loan associations 
dividend, which amounts to a like 
have $275.000 left. 


even if they 
percent figure ol 


, , 
deciare a 2 


$170,000, 


they 
[f you want this typed up, I will type it up and send it in to 
The CHarrmMan. Mr. Kean 

Mr. Kean. Mr. Ta I do not think ther 
» those figures that \ just gave because 
) keep In an extreme! 


ll deposits wl CI 


Is ver’ 


y much importa 
the corTnMmye reial bank ha 
quid position on account ol the demand o 
i¢@ building and 
so | do not think 4 figures are very import 
Mr. Tar Congressman Kean, you will observe 
cid | onlv allowes ald percent cash position 
nvested SS perce! n that commercial Savings ban 
Mir. Kean. Your t tment 

\Mir. Tar You 


Own people do iol 


ant 


ruished from 
l am demo! 
should tn 
empt beca ise 


Mr. Ig 


nption on 


\ 


ad you stated 


{ 
and loan corpo if 
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Going back into history, did the banks in the State of Illinois not 
ike savings accounts from their very inception, and did they not do 
hat throughout the United States? 

Mr. Kean. | do not know; | am not old enough to remember what 
inks did when they started 

Mir. Tark. If there is a newcomer in the business that is going to 
ke something away from somebody else, it is the savings and loan 
stitutions that are the newcomers taking away the sav Ings accounts 

Bear in mind that we are not objecting to them taking those savings 

ounts on a tair and equitable basis The untortunate thing, C'on- 


ssman Kean, is this—lI will have to blast a little bit at my own 
ow bankers—the unfortunate thing is that for the first time, as a 
ember ol this committee, vou are he uring a banker « xpress his opposi- 
on to what Is going on The people in my line of business do not 


ivi the courage to ome here and tell vou the problems that the 


y 


intry 1s lacing 


You would have li | th thing a long time ago if they had been 
yest about th and had had the courage to come hers 
lt is they coming into our field: not we going into ther field 


Mir. Kean. Having been president of a small bank for over 20 
ars, | do not like to have the courage of those in the banking 
isiness critreized 

Mir. Tarkx. Did you sav vou are president of a bank? 

Mir. Kean. [am not anv more, but | was for about 20 vears. 

\Ir. Tark. You are a verv lucky man, having gotten out of it 


Nir i N | have one question 


You mentioned this institution in Illinois which seems to be look- 
around tor depostt o be made in savings and loan associations 
Ove} thre eounery That isn verv interesting thing to me Do 
v charee a fee for that service? 

Ni TARK Yes Sil they charge that to the Savings and loan 

ssociation 

Mir. Kean. Are they emploved by the savings and loan associations? 
Mir. Tark The fe paid by the Savings and loan associat ons, 
by the investors, not by the man that buvs the stock 

| wo ild like to leave this pamphlet with you There are dozens 
them that could be obtained They are doing it right along, all 


the country 

Nii IK AN | have neve! heard of that organization and | was 
much interested in hearing about it 

The CHarrMan. Are there any further questions? 

Mir. Keoau. Mr. Chairman? 

The CHarrMan. Mr. Keogh 

\[r. Keocu. Mr. Tark, on page 12 of your main statement, the 

vurth paragraph on that page, you make this statement: 


em have D1 che other cities “~ 


Do you know whethe that is true as tar as New York state is 
yneerned? 

\Ir. Tark. I do not think so. Iam going to tell you what I think 
though | am not too sure about this We do not have them in 
nois. But I was informed by Mr. Schwulst, your next witness, 
think, that they were confined to three branches in the State of 


ew York 


79120—51—pt. 2 
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Mr. Keocu. And to one county? 

Mr. ‘ark. And probably in one county 

Mir. Keocu. Your other statement there is: 


Loa ! t confined to the locality nw h the ba : ited, but ma 





Do you know whether that is true as far as New York State 
concerned ? 

Mir. Tark. I cannot answer that, Congressman. Mr. Schwulst w 
wv able to, | am sure 

Mir. Keocu. Thank you, su 

\Ir. Curtis. Mr. Chairman? 

Che CHarrmMan. Mr. Curtis 

Mr. C I As I understand it, Mr. Tark, vou have two banl 


| 7 I Are they among thre reel banks In Chicago? 
\I Pay Oh no, sir: dee 1d lly not 
\I ( Is What Are thy lara I three or tout banks inh Chicago 


Nh) Pat The First National Bank is the largest, and the Cor 
tinental is the second largest, and | believe the Northern Trust is th: 


Mr. ¢ RTI (‘an vou name one or two others that would come ul 


\Ir. Tark. Then I think that the Harris Trust is the fourth largest 
the City National, | believe, is the fifth largest, and the America: 
| Bank is the sixth largest 


\Ir. ¢ ris. Now, do those banks concur in what you have sa 
Nh | Yes SII They il members of thy Illinois Banker 


Ir. ¢ I And vou are sp ne for them 
i 


J’ 'A 


\l | ! im no 

\lr. ( Has the Am Bankers Association gone on ree 

Ol vha vou have said het 

\I | C‘ongressma I wish vou had not asked that questior 

has been asked, | am gon to be thoroughly honest wi 

4 s a representative of the American Bankers Assox 
tio! this room listening to th | will tell it to you in this mann 

| \ ( cil Bar c‘T> \ oh LA ito 5 il 2 rathe delicate pos Lio 
They hay as members of their association, these 531 mutual savir 
bat ho are now tax-fr For them to come up and argu 
hay be embarrassin to them in theu relationships LO 
Il rentit 

n ( s rh 0 7. I h \ { the posit 

me of the mie ers? 
\I | would answer b saving this: That in speakin 


some of the members of the American Bankers Association who 


mot mutual savings bankers | Min that thev absolutely most heart 
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Mir. Tark. Yes, certain members. I do not want to involve the 
ficial staff of the American Bankers Association 

\ir. Curtis. Now, do you also speak for the bankers associ 
Arizona, Georgia, Indiana, and Iowa? 

[i TARK. Yes, su 

\ir. Curtis. You do not have to tell us now, but will you leave 
1 the committee your credentials on that? 
Mr. Tark. Yes, sir; I will be glad to. I shall leave these cards with 
1, lf vou wish These are individual cards from banks t 1rougho 
asking me to speak for them today 
\fr. Curtis. Are those the 6,000? 
I 


Tark. We hay 000 cards. These came in this morning by a 
Mr. Curtis. Do you have particular hostility toward building and 


Nbr Tal kK Non Whatsoevel Let me say further Congressman 
l am not concerned with their competition, as was intimated by 
eone who said that I have a problem I do not have a problem 

( \Ir. Tark l am not speaking selfishly. 

| happen to own my own banks. I am wealthy enough to quit. 


im in the position of a man th it | heard ¢ ‘onert SssInan Re ed describe 


un not speaking f 


1 


ther day who happened to be a witness here, and that witness 


0) 


d something about a trend developing among professional men to 


—- 4 ] - 
ork (U0 or 409 percent ol he time , ana tor the other 25 percent ol the 


they would go down to Florida and bask in the sun because tax 
have reached th olmt where they feel th might just as well 
work for a wh 
| happen to be n hat spot, but I want to savy this to ou, that I ar 
uli unselfish no presentation 
Mir. Curtis. [ have read your paper very carefully, and I would 
) cal VOUT l Ol oO 0 XL Ppresslo rie its Ih yOu 


Refer rer to bu tiie OUT SSO) ALLIONS ) _ \ h | 
LO perform si Now sil ist a claim? 
| Rl Som ) nose services are ¢ ms rDsol 
\ ( RTs. A nk and file of these savings id lo SSso- 
Ol ate! 1) Ili l Oval BSsor } ons | fe) t} ountr 
ot takers? 
Ir. ‘T No; th e not fakers 
\l ( RTIS. | no d that that ba ment appea ad not ones I 
ral times in yvour statement 
\l TARK Lf you do not Like it will bye De feetly Agcl eabli Lo 
out the Wo! Claim 
\[r. Curtis. No; I want you to state what vou believ 
\lr. Tar ©. I will state the following: Thev are reated for th pul 
of he Iping finance the small-home owns That is tl essent 
Os for which t he \ ave been created 
Now, then, thev hold themselves out Lo operate curren exchat cre 
consumer loans, operate vault departments, and so on Chose 
imetions that are beyond their power to perform, and yet they 
that ; 
ist vear one of your witnesses from one of these association 


fied that the st SuVin¢s and loan associations cannot wandel into 
mething to that effect 


i@ous helds, « 


j 
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Well, I do not want to make this too long—I realize I have tak 
up too much of your tume already—but I have brought with me 
photostatic copy of a check from one of the federal savings and loa 
associations of Chicago, the First Federal Savings and Loan Associ: 
tion. On the back of this check, in their own printing, it says: ‘Fo 
safety rent in First Federal safety deposit box.” 

Do they operate vaults, or do they not? Do they? They pos 
tively do 

Mr. Curtis. I do not know whether their vaults are safe, or not 

Mr. Tark. Oh, their vaults are safe, my friend; there is no questio 
about that. I am not trying to say that they are not. I am no 
trying to say that they are dishonest. I will say that, due to son 
misleading advertising that 1 can prove to you if you want me to 
and I could bring you boxes full of records 

Mir. Curtis. Do you want to include all of them in the charg: 
you are making? 

Mr. ‘Tark. No, Congressman, but the unfortunate thing is that 
when you have a barrel of apples and there is one rotten one in al! 
of them, they may all suffer. 

Mr. Curtis. That is true for Congressmen, bankers, and everyone, 
I cuess. 

Mr. Tar. It is particularly true in my field. 

Mir. Curtis. Is it not true that a great many of the commercia 
banks have not encouraged or attempted to build up a savings de- 
partment in which they pay interest? 

Mir. Tark. I have heard that statement made. Let us assume, 
Congressman, that it were true 


\lr. Curtis. Well, is it not true? 


Mr. Tat I don’t know. But let us assume that a percentage of 
them, say, 20 percent of them are guilty of that charge. My point 
this 

Mr. Curtis. I do not say that it is a criticism. They may hav 
very good reason for that 

Mr. Tark. My answer, then, is simply this: Does that entitle 


segment of our American economy that is making a big profit to | 
tax-free under present conditions? 

You can pick up a savings and loan association brochure. Th 
write articles and treatises on economics, and they rant about tl 
fact that we must save our country; that we must cut out unnecessary 
expenditures; that we must cut the budget to pieces; that Washingtor 
is wasting a lot of money; that we must stand firmly behind this pla 
and that we must increase taxes because we must pay as we go. 

They want us to balance the budget because the savings, partic 
larly their savings, will become worthless, or less valuable as the pu 
chasing power of the dollar decreases. They rant about that, b 
have they ever offered to pay for some of the guns and bullets that wv 
give to our bovs in Korea? 

They are willing to have everybody else taxed 

Mir. Curtis. Do you concur with Secretary Snyder’s recomme! 
dation as to savings and loan associations? 

Mr. Tark. If he advocates that they be taxed, I certainly do, 

Mr. Curtis. Do you concur with his specific proposals? 

Mr. Tark. Which one? 

Mr. Curtis. He made them in his appearance here a couple 
weeks ago. 
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Mr. Tark. What was the effect of them? 

Mr. Curtis. Then I take it you are not familiar with them? 

Mr. Tarx. No. If he is in favor of taxing savings and loan asso- 
ciations, so am [. 

Mr. Curtis. I asked him somewhat in detail about his proposals, 
and among other things, he said: 

What we say here is that this will not produce much revenue. It is not a larg: 

e-producing ite! 

That is all, Mr. Chairman. 

Mr. Tarkx. Do you Mean as to savings and loan associations only, 
\[r. Congressman? 

Mr. Curtis. Yes. That was in response to an inquiry with refer- 
ence to savings and loan associations, 

Mr. Tark. I will say this in response to that: that under our pres- 
nt tax rates, taxing them before dividends will produce $200 million. 

Mr. Mason. Mr. Chairman 

The CHarrMan. Mr. Mason 

Mr. Mason. In my opinion, Mr. Task, you have made a very « 
and logical presentation in your statement. Also you have shown by 
your emphasis in your tones that you are convinced that there is 
merit in your statement and in the proposal that you have made 

Now, then, as I get your statement—and I have not read your 
statement, but have followed your testimony—it seems to me that 
you have acknowledged that there is a clear place for savings banks 
in the country, a cleat place for building and loan or sa\ ings and loan 
ssociations; that they do offer service that is needed, and that they 
do serve a good purpost You ac knowledge that in your statement 

Mr. Tark. That is absolutely correct. 

Mir. Mason. And all vou are asking is that while thev serve a good 
purpose, just as good a purpose as a commercial bank, they ought to 


} 


leal 


ieast Dav taxes on the same asis as other commercial organiza ms 
that “ ve il OOd il} : 
\l TARK That is correct That is mv position clearly 
Mr MLASON That what I cather, ana | join you In that. There 


oO argument he 


) whe thre I thre V are vood orevaniZations or as 


hether they offer good service, or not. ‘The only argument her 
ore us, and the only argument that we should be interested in is 
it all organizations that serve a good purpose and compete Ww th 
ch other should be on the same competitive tax basis 
Mr. Tark. That orrect, SImr; that Is exactly my position. 


Mir. Mason. That is all 

he CuarrMan. If there are no further questions, we thank you 
for vour appearance, Mr. Tark 

Mr. Tark. Thank vou 

Mr. Tark later submitted the following information 
MAIN STA BANK, 
I Ropert Doven N 

Chairman, House Vi nd Means Committee, 

House of Represent es Building, Washington, D. ¢ 


DeraAR CONGRESSMAN: When I appeared before the Ways and Means 


Fel ruary 23. 1951 to present testimony to the effect that savings and loan 
clations, mutual savings banks, and other tax-free financia stitutions should 
inject to corporate income tax, I stated that 1 was authorized t peak for 


ral other State bankers associations, in addition to tl Tillis ; Bankers A 
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ing 
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New Jersey, South Dakota, Washingtor sin. 
Mav I ask that this letter and the enc sed copies be incorpt 
of vour committee’s proceedings 
Because of the most serious implications containe d in the 
from a letter sent out broadcast by a Federal savings and 
nearby cit and because this is a rat r typical letter l an 
this eor ecatio 
GENTLEMEN: Corporations Uke t ( ASick om for tax 
other payments, and keep it separate from their reg ilar fund 
Corporatior cannot have savil Te nts commercia 
hav ct wit! S 
You w find us geared for fast acti vyhen ru wa to p 
t t \ i i e the accoul I \ ties | 
ma " i inv a ou W ! | re are no in ba 
you shart our earnings, and wl! i take oney out we 
who r yo LV 
One ‘ ‘ ( 
eT f iy ‘ ‘ ’ ‘ 
\ 
\ 
| es and reg Feder Reserve 
n ! ( t acce} t\ i‘ I mt cs 
, 1 loal wiatio i diva re of the freedor 
ti o compete with ba s | ese busin inst 
ror err commer i wccoUu ‘ iV s | ad oa is 
‘ Snail l xed he commercia 4\ 
it ( ( Peace I rate of our e I ? 
I wis! vail mvself of f ( rt t to expre n 
time and \ ( me bel r com 
rr Sy 
(J f \ , ] 
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, Ff 
G te 
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I pears | re siona 7 ( 
ba I \ i f ] ( i 
} i Li I i} 
| t t t | | 
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I was asked to submit copies of the letters of aut! 
est I am enclosing herewith copies of letters and telegram fr 
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any expense, I must first know what costs will be represet 
sideration and approval may be given thereto by our association. Ot! 


no expense, it will be entirely in order for you to proceed, 


VC r 
YUU 


’ 


W. W. Hopper, Pr 


ASSOCIATION, 


operating [or 
norize yvour 


appro} 
Xe mp 





REVENUE REVISION OF 1951 SO7 





W B I \ TION, 
Ir. Harry Ho 
Se lary, I ( 1 
( ] 
1) R SIR | \l I > la 
ehalf of e W " \ cia in Was 1). ¢ " " " 
\\ ‘ aut! I aif it 4 ) 
3A\ i l 
he ‘ { 
\W a RY 
The CHuarrman. We have as our next witness, Mr. Earl B 
Schwul presia he Bowery Savings Bank New York City, 
waking on behalf of tl National Association of Mutual Sa 1s 
Banks 
\ir SCHWI Vou pleas rive Vou! name a d address to the 
nographet and tl capacity in which you appeat lO hy I rd? 
STATEMENT OF EARL B. SCHWULST, ON BEHALF OF THE 





NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS 


I 


Mir. Scuwt r. Thank vou, Mr. Chairman 
\lyv name is Earl B. Schwulst | am president of the Bow 
Savings Bar k oan Vew York City and chairman olf thre special coMm- 
ttee of the Nation (ssor oO f M ial Savings Banks ip- 
nomted last enrit t; twucdy thy s question now bye fore you as lt may 
ect these savul Itlons | pea for that association 
The Cr LAN ak I ich time do vou think you will need? 
Mr. S ke me not over 30 minutes 
! \ l sOcTaAle \Ir. Charles A. Post resident of 
Citize Sa of Providen t. L.: Mr. A. George Cilman, 
ssdent of ti Saving Bank of Malden, Mass und Mer. 
Po Smith, p if the Bun on Savings Bank of Burlington 
\ Thes ne with me het 
1 | ques hel ) \ me im ora hat they 
De Ol Ol l sponaim ) q ions 
1) | bi \ ran 
\\ pi 1) pp.) tappearing belo! Ol 
| vo ( } 1 } His wont 0 hy 1 
Mir. 2 ippa I ne on ul s n Danks In 
0 Ss Vice il \ neu tu Ol with their 
ms. | hoy | luring my presentation of this 
tha 0 Will ASK The oO point out the difference 
S nh mut DMNKS aha co rrie | ivines banks, as far 
he handlu ys and thrif s is concerned 
| have prepared \ ) statement, which I bel vou have 
Ol ou, and I sl ollow generally this s me! n giving you 
osition of tl Sa s banks \\ i nX10 O 
swer any questt mav have as to thes 
We have mad ynprehensive statisti connection 
th th S entire prop Th) which We believe Ss po } conclusions 
t shall rive Vou Ocny 
We have the statis il st idies with us, but not u final memorandum 
rm ready for subm y We would like permission to present this 
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information when the supplemental memorandum is complete 
have it included as a part of the hearings in this proceeding 

| ask permission to file that memorandum. 

The CHarrmMan. Without objection, that may be done, 

Mr. Scuwuusr. Thank you. 

May I sav at the very becinning that the trustees and officers 
mutual savings banks are fully aware of the urgent need confr 
Vou vt ntl men to raise the necessarv tax revenues to finan ¢ the ¢ 
nereased needs of our Government arising out of our Nation’s d 
program. We know that you will have to tax more heavily ex 


sources of revenue and that you are forced to seek out any other sour 
Ol Ver hich may be available and which may bi properly subjes 
Lo ! 1 

he trust ind officers of the sa ; banks are as deeply interest 
as ; can be in preserving the purchasing power of the dolla 
Wi ( vdians of the sav $ OL mol that 9,000,000 thrif 

ople—most of them people with small incomes-—and we as trust 

i fully th he d i the 7 hasing pow 
ol \ rS must be \ or 

We ww tha L no prevented unless t] 
( iro mpositio f necessi 
| 

20 \ s hanks. ever since th has been income tax, hay 

pt from it. However, they consider it entirely appropriat: 

maths, rlv in these times. that this committee should reexami 

t! ta mipt st ial or ! matte! tat Ol any oth 
‘ ( OV ‘ 

i \ I ~ \ ( OO} 
\ \ tilt ‘| \ \ | \ | enl < if} 
h Vv voun n \ ' hese bar 
etermu mh ¢ ) committe ist yr to stu 

} even Dal ~ hems ves his 

l I : \ ) h : ! \ 1 son 
I prope ly them banks The 
he can , +} of th hanks a 

\ the only wav tl fairly ( n the har 
of th hye ( | 

of the 1 l say sim] 

il managed by é yho ca hy no | ( 
Invest Ul inds of the depo rs \ velv for the benefit of t] 
ce MOSILO!I 

Chey Dav out to the aep 0 iS interest ill of ! ining of ti 
banks after expenses, @% pt such part of the earnings as mii be nec 
sary for the protection ol these depositors 

Tl e trustees have the obligation to maintain the banks n 
position at all times to pay off the deposits at par whenever demat 
3 made 

The history ol thes banks shows that these trustees hav ho 
retained earnings in excess of those required to protect the depositors 

Sufficient earnings would have to be retained by the trustees fo 
the protection of the de positors even though a tax were imposed upo! 
these 1 ned earnings. Any such tax levied on the banks would 


1 an 


of th 
mit 
4] 
reat 
fe Tis 
ISL 


y 


; 
| 


the hands of the di positor at the rate applicable to hin 
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» to be paid out of earnings that otherwise would be distributed 


‘ 
the depositors 
ate tax to the rovern- 


f this amount withheld and paid as a corp. 
nt has been distributed, it would have been subject to income tax 
T with- 
ding of that amount and the payment of it over to the Gove 

the bank in the forn av corporate tax 
position of a highs ix 1 these small «de positors 


’ 
+} 
Lect 


ounts 1n el 


than 


‘) 


ti 


’ } 
would have pa 


ed by them an 


‘ iLX in posed upon them oO! 
thout regard to thei ability 
some ol the que SLIONS aSKeE 

, 1 


DIY the banks micht 


reser 


fC DOSILOrs 


Vement spre rn section 
his country lay there are 531 mutual sav 
Vew KEnelat d Ni York, New Je \ Mary “nda, Pennsylvania, 

Ohio ana Minnesota Wis nsin Washington, and 


SuUvihe 
I banks operating 


lelaware, 
yregon., 
These banks : still e1 raged in carrving out the original purpose 
neouraging thrift and providing safe de positaries and investments 
wople of modest means 

1949 the banks had 19,182,000 accounts, and tl 


the end ol 
\lore than 1.000.000 of these account 


Was Al 
| 


he ld hy s( hool 
mutual savings bi isa mutual Inisti- 


rs. It is operated unde 
of public-spirited 


\s its name indicates, the 


on without capital stock or stockholde 


et State control and supervision by boards 
istees entirely for the benefit of the de positors 
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The trustees serve without compensation or, at most, receiv 
nominal compensation for attending meetings. They are held to th 
highest fiduciary standards in their relations with the bank and it 
depositors. They can have no pecuniary interest in any transactior 
in Which the bank is involved, and they are subject to heavy persona 
liability if they fail to operate the bank for the benefit of depositors 
in strict accordance with the law. 

In that respect they are very much like the trustees of hospitals 
and charitable organizations. 

The assets and earnings of a mutual savings bank belong to th: 
depositors, and all of the earnings, except amounts required fo 
necessary reserves, are paid to them in the form of interest or div 
dends. There is no accumulation of earnings for future distribution 
to stockholders or to increase stockholder equity values. The depositor 
is entitled only to current interest and his deposit at par on demand 

The banks’ distributions are clearly interest payments, although 
some States refer to them as dividends, because the trustees period 
cally make a declaration of the rate 

Mutual savings banks are under contractual obligation to repay 
their depositors’ funds at par on demand, or, at most, on short notice. 
To do this, they must have adequate reserves for inevitable losses. 

History shows that, even with prudent management, investments 
are subject to depreciation and loss. The savings bank’s invest- 
nents are confined by law to oblivations which generally cannot 
appreciate substantially in value. The opportunities for profit are 


} 
’ 


ected 


severe] 


On the other hand, long-term mortgages and other permissibl 


investments of mutual savings banks involve substantial risks of loss 

mutual savings bank has no capital stock to absorb 

10 stockholders on whom it can call for additional funds, 

s are the only funds available for this purpose As a result 

of past experience, all of the States in which mutual savings banks are 

located, except one State with only one bank, have statutory reserve 

requirements. Retention of earnings is required by law and indis- 
pensable to the survival of a mutual savings bank 

The record of the last 30 vears shows that there has not been an 
excessive retention of earnings. ‘The trustees have no motivation in 
retaining earnings except protecting old and new depositors. They 
cannot acquire any equity in retained earnings; and, since they are 
operating the banks for the benefit of depositors, they distribute every 
cent which can be prudently disbursed. 

The difficulties of the past 30 years make it clear that the mutual 
savings banks actually have not retained enough of their earnings 
Their practice of disbursing all possible earnings left them without 
adequate reserves in depressed economic periods. 

From 1920 to 1930, mutual savings banks paid out 80.40 percent 
of their net operating income. By 1930 their average ratio of genera 
reserves to deposits was 11.65 percent. This ratio proved to be 
inadegq late 

Depression losses from 1931 to 1944, after all profits and recoveries, 
were so large that they would have wiped out 90 percent of the banks’ 
reserves accumulated up to that time. 

In Massachusetts the published net loss sustained during the de 
pressed period of 1931 to 1944, inclusive, was nearly 25 percent greate! 
than the banks’ aggregate reserves at the end of 1930. 
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Yet the ratio of reserves to deposits in all these banks in 1930 was 
about a twelfth larger than the ratio of 10.9 percent at the end of 1949 
There is no doubt, gentlemen, that t 
reserves at the onset of the last depression 
ver then than th ure today, were ima 
ression loss 5 
Kort mately, the lepositors did not 
amounts of de] he banks had to 
of these losses, 
LO deposi 
30, the rat 
96 percent m 194 


the Cll W 


end of 1949 was ¢ 
the prospect ol 
1 counter t ind reserve policy or int 
pr ident supery Or ¢ these banks by 
will understand that the trustees of these | 
authol eS MUST Make ¢ ry effort to establish and mai 
reserves so that these nail depositors can be paid of] 
par. The only source of funds for these reserves 
mutual savings bank irnings. ‘The reserves will and n 
up and maintained v tax that reduces these earni 
of the interest to bs paid to these small at positors 
We do not believe that this committee would seriously conside! 
applving a corporate rate Of tax to the interest otherwis« pavable to 
small depositors nearly 50 percent of whom make less than 
$3,000 per year, and approximately 77 percent of whom make less 
than $5,000 per vear, and who would pay taxes on this interes 
distributed to them, in the low brackets or in some cases not at 
Chis would certainly be double taxation with a vengeance: To pay a 
tax on retained earnings, the banks would have to reduce the interes 
to depositors This reduction in interest would in turn increase the 
bank’s income subject to tax, and result in a tax on the tax itself 


Che reasons sometimes advanced in justificat on ol doubl taxation 


Ot sto kholders are Inapplic able. since the depositors have no equ t\ 
ownership. 

The unfairness of the tax will be evident by consid ring what the 
effects would have been if the mutual savings banks had been subject 
to the regular corporate income tax over the last 5 vears at the then 
current rates, 

In that event, it would have been necessary to reduce the interest 
paid to depositors by 3345 percent, and in 1 or 2 vears, in the case of 
my own bank, it would have been necessary to reduce the interest 
paid depositors by 50 percent 

[In other words, the tax nominally levied on the banks would haves 
amounted to a tax of 334 percent on depositors’ interest. At 1948 
and 1949 tax rates, a depositor, married, with two children, would 
have had to have an income of $25,000 to have incurred such a tax 

the interest, if it had been paid to him. 

Even at the higher rates now imposed for 1951, he would have to 
ive an income of more than $20,000 to justify such a tax on his per- 
mal income. These income levels are many times those of the vast 
I ajority of savings-bank depositors, 
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A tax on mutual savings banks would not serve to curb inflationa 
pressures. As the President’s Economie Council observed, to eu 
inflation, taxes must be imposed where they will reduce spending a1 
not where they will come primarily out of funds that would have b: 
saved A tax on mutual savings banks would reduce dollar for dol 
the interest which the banks would have paid to depositors 

Since this interest is for the most part left on deposit as additi: 
to savings, the tax on the bank would cut down savings, not spendi: 

Under present-day conditions an even higher proportion of th 
interest payments will be left in the banks. The very circumstan 
that increase the Government’s need for revenues make a tax 
mutual savings banks particularly ineffective as a device for reduc 
private spending Control of inflation depends directly on reduc 
private spending. 

The reduction in interest brought about by a savings-bank | 
would also result in a proportionate decrease in interest rates tho 
banks can pay. 

If, for instance, the sav ings banks had been subject to the regul 
corporate income tax over the last 5 years, the ave rage interest ra 
paid to depositors would have been cut to less than 1.1 percent 
year, a reduction of more than one-third in those actually paid. 

I would like to point out that in the case of my own bank, if tl 
prevailing corporate income-tax rates had been applied to the und 
bursed earnings of that bank, we would have had to reduce t! 
dividend rate in 1942 to three-quarters of 1 percent and in 1944 
approximately three-quarters of 1 percent, and in a number of the 
vears up to 1949 there would have been several vears when the r: 
would have been well under 1 percent. Such cuts would discour: 
the accumulation of new savings with the banks and encourage w 
drawals for current spending. In both ways, the tax would contribu 
to inflation 

The long-standing exemption of mutual savings banks is based 
the social purpose they were organized to serve and on the fact t] 
all of the earnings which can properly be taxed are in fact taxed 
the depositors themselves. 

These banks are mutual institutions, without capital stock 
stockholders, established for the purpose of promoting thrift amor 
the numerous classes of small salary and wage earners. This so 
purpose is certainly worthy of encouragement just as is the so 
purpose served by other exempt organizations, such as unions 
employees’ trusts. These unions and employees’ trusts receiv: 
retain tax-free every year income from investments like those of 
mutual savings banks for people like savings banks depositors. 

From a tax standpoint, entirely apart from the important so 
function and purpose of these banks, the only sound and equita 
basis for taxing the earnings of mutual savings banks is to tax th 
earnings in the hands of depositors themselves 

This committee and the Congress have recognized again and ag 
that it is contrary to our income-tax concept to tax these deposit 
on the amounts they do not receive and without regard to tl 
ability to pay. 

Thank you very much, Mr. Chairman, and gentlemen. I hop 
will ask me questions 

Mr. Cooper. Mr. Chairman? 
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The CHAIRM AN Nir Cooper 

Mr. Cooper. Mr. Schwulst, I would like to ask a few questions, 
| may, for information. 

Mr. Scowutst. Yes, sir. 

Mir. Coorer. Recognizing vour ability and, I assume, vour long 
experience in this field, you obviously know much more about it than 
I do. . 

\lr. SCHWULS!1 Yo tare very commendacvory ana | hope | I e up 
to ll 

Mr. Cooper. In your statement, on page 4—and you make similar 
references at other points in your statement——you say that the earn 
ngs of the mutual savings banks are already taxed in the onlv way 
hev can be fairly taxed; that is, in the hands of the depositors who 
eceive them 

How is that statement an answer to the problem with which this 
commiuttee concerned the problem ol whether or not to tax thi 
earnings of the banks which are not paid to depositors? 

\Ir. SCHWULS1 As | have said, all of the earnings that can be paid 
o the depositors, with proper protection for aepositors, are paid to 
them and are taxed to them. The earnings that are retained in the 
bank are of the nature of a general reserve, without which it would 
be impossible for these banks to meet then lezal obligations ol pay ns 
these depositors at par whenever they want their money 
lt is a reserve against possible losses . 

\ir. Cooper. Well, thefi, it would follow that if, in the 
he trustees, those in control of these banks, it was desir: 

of the earnings and distribute nothing to ther ade posit 
vould be no tax at a 

\lr. Scuwutsr. That does not follow, Congressman In the 
lace, to give you an example of the situation in Massachusetts and 

New York, where the great majority of these banks are found, the1 
re statutory limitations on the amount that may be withheld, the 
weregate amount that may be withheld 

\Ir. Cooper! (Are those State laws? 

Mir. Scuwvet Yes: Mr. Congressman In Massachusetts, fo 

unple, the maximum that can be withheld is 154 percent. In New 
York that maximum is 25 percent. But if you look back over 

story of these banks, vou will find that the actual 
the neighborhood of 10 to 12 percent. 


\[r. Cooper. Then, if | understand you correctly, certain provisions 


iat a minimum amount must be retained as 
eserves; but it does not follow that the trustees « annot retain a much 
ver amount than the minimum required by law 
Mr. Scnawu sr. | am afraid you misunderstood me. What 1 told 
ou with respect to Massachusetts and New York is the maximum 
mount that may be retained. 
Mr. Coorer. That is the maximum amount 
Mr. Scuwutst. That is the maximum amount that may be retained 
\[r. Coorrer. Then, if in the discretion of the trustees or those in 
yntrol of the operations of the bank, they think that this statutory 
quirement is not adequate or not sufficient, they have no discretion, 
n, to retain additional amounts? 
Mr. Scuwutst. They would then have to go to the State supervisor 
banks and discuss the matter with him and see whether there 


State laws require tl 
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] 


COUT 


not be some further allowance made for the accumulation 
additional CaurninY’s. 
But so far as the stat ite is concerned, thev could not accumulat: 


more than 15), percent in Massachusetts and 25 percent in New Yor 
Nir “OOPEI Does the Stute s sor of bank to whom 


} 
al 


ionary authority t Waive a provision of statut 
» A 

The provi 

the trustes 


iL necessary tle | { ; , » sof the CeDOSILLO! 


that in assachusetts the supermtendent of bas 


ri MaNUNU 


‘) elaborate | 


ure thes 


Saving 


Nh OO have covet . 

Nii s Wi +1 Is Lo disburs« ( Lhing they can disburse. Th 
fact that the average accumulation over manv, many vears seldon 
has run much about LO percent would seem to be evidence that th 
had no disposition or desire to withhold earnings unduly 

Mr. Cooper Could thev not retain all of their e: rnings for veal 


without equaling the 25 percent of deposits 

Nir SCHWULST Could they not retain all 
vears 

Mir. Coo You said that in cert: 
requirement of a maximum of 25 p: 

Mir. SCHWULS1 That is the maxim in New York otate., 

\Ir. Cooper. All right. 

Now, in vears where that 25 percent is not used, can they not retail 
that in that instance? 

Mr. Scuwutst. The 25 percent, Mr. Cooper, is the maximut 
the bank That is all they can have in the avvregate 

Mr. Cooper. But I understood you also to say that the Stat 
banking s Ipervisor or someb nly had discretionary authorits to vary 
that amount 

Mr. Scuwutstr. In New York State he has the discretionary powe! 
to raise that limit if, in his judgment It Is necessary for the protectiol 
of the aepositors But that is never done These reserves in thes 
banks do not get up to any such figure. 

Mr. Coorrer. Now, the surplus and undivided profits of the mutua 
SAVINGS banks do not belong Lo the depositors and they do not belon: 
to the trustees of the bank, but they do represent realized incom: 
do thev not? 

Mr. Scuwutst. They certainly do represent realized income 

Mr. Coorrer. Then if the Federal Government should decide to tax 
this income, would not the tax necessarily have to be a levy on th 


avegregate ace imulation that can be In eXistence at any one tine 


) 


mutual savings banks? 
Mr. Scnwutst. | tried to make it clear that this is surplus o1 
undivided profits or guaranty fund, or general reserve—and it 





ica) prot 


( 
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lect aoresery ior expecte 
shion i] those aepostitors are 


thre wsis of (M) cents on tl 


ould 
Nir. Sv 


ll the Se 


properly 


adeposit 


paid on 

\ir. Cooper! I] it Then f it paid out 
they pay a tar rit. what i be the difference 
stead of having them paving 


7 
Lik 


f the bank paid 
Mir. Scuwutst. The diflerence is this: The trustees, 
rstatutory re itv Ol managing the funds of 


nel 
ors, exclusively fo benefit and nobody else, have the 
sponsibility of seein t that there ts an adequate gen 

ect the principal f those depositors Also, if vou put 
m the bank, the tru are going to have to withhold a part 
rnings that woul ro out to these depositors as interes 


at the rate applicable to him 


ind which would be taxed to him 


But, now, if : ix the bank and the trustees withhold that su 
f money and tur t over en bloc to the Government, vou will 
that, whereas if that im of money had been disbursed as interest 
thie depositors it would have been taxed, Say, at the ave rage rat 
20 percent, by our having to withhold it and turn it over to thi 
Covernment the Lax amounts to exactly iive times what the depositor 
would have had to pay as a tax on that same sum of mon \ 


That is why | Say this Is double taxation with a vengeance, 

Mr. Coop! R That Is a rather fine line of distinetion. 

Mir. Scuwutst. But it is the absolute truth. 

Mr. COOPER. From a practical standpoimt, I am unable to see how 
hat definitely answers the point that is disturbing me. 


i 


it would work in practice 


Mr. Scuwutst. That is the way 
e way il would work out 

Mr. Coorer. The workingmen of this country 
» their Governme! 

Mir. Scnowutst. And most of these depositors are workingmen. 

Mir. Cooper. They pay those taxes from their wages and salaries 


have to pay taxes 


Mr. Scuwutstr. That ts right, sir. 
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ypeR. If those same workingmen have investments in 
make money on those investments, whv should they 


They do, sir: they very definitely do 
company for whom these workingmen are wo 
Federal law, has to withhold the tax from tl] 
salaries VW hy would it not be just as logical ior your bi 
thhold the tax from their investments with vou? 


1 did not understand vou 


You vourself mentions 
st. lL understood 
PER Let me ask the quest ons 
vourself mentioned the term “‘withholding.”’ Now. if v 


» withhold on Wages and salaries of the working 


peopit 
that part of then income, Why Is it not usonably lov 
old on the part of thet nvestinent income that comes thro 


LS Let me explau mvself a litt it in that particu 


the term “‘withhold,”’ | mean that we would have 


} 


earn vs t} nut would be disburse i to these deposit 


means workingmal 


ithhold or retain if 


Cents out of 
he understands that 


HwoLstT. All right, I think I can clarify the point 
retention of those earning ’ the withholding of 
are to be paid, if | understood your question corre 
ied on the mstitution as an institution and not retan 
over to the Government as a part of } tax which 
would be ass¢ ssing on the earnings oO ese adcposi 


for which they would get a credit 


rk. If 1 understand your explanation, vour bank 


belongs to the depositors? 
That is corre 
Mir. Cooper. You just work for them? 
Nii HwuLsT. That ts right 
Nh OO} All meht Now, then, if vou withhold a part of 
that a depositor is entitled to on his investment with ve 
is the difference between that and withholding on 


; 


salarv by the Ford Motor Co. for whom he is working? 

ust. The difference is a very marked difference. Wh 

the Ford Motor Co. and my own bank, for that matter, withhe 
the salaries paid their workers, withholds on the salaries paid 
ind emplovees of the bank, and turns that over to the Goy 

those employees get credit for that withholding on the tot 

they have to the Government 

tho ivht you were talk ng about a tax to by levied on tl 

Stil as institutions 

\Ir. Coorver. Let me ask you one other question for information 

\ taxable cor poration is not entitled to keep tax-free whatever sh: 


of ts income tit considers necessary to protect its shareholade rs. \\ 
sho ild the mut ial SuUVvines banks bye permitted Lo have that privile 
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\ir. SCHWULS!1 I am very clad you asked that question, becaust 
t will help me clarify some of the statements made by Mr. Tark 

Let me point out to you the central difference between a commercia 
hank and one of these mutual savings banks, which actually are not 
banks at all. 

You have stockholders in a commercial bank Tl stockholders 
ve pul their capital into the bank for the purpose OL Making a protit 
mi it The wav thev make the profit is to use the cde posits that are 
left with them by the people. They invest them, and they invest 
them primarily not for the purpose ol paving tnterest to those deposi- 
tors, but for the purpose ot making a profit for the stockholders 
themselves 

Now, in the case of the mutual savings bank, vou do not havi 
that set-up at all You do not have any stockholders who are usu 
nd investing the funds of these di positors for the purpose Of Making 


profit or a return for any third croup such as the stockholding ¢ 
rT people. 

The trustees, without compensation to themselves, without any 
nancial interests in the operations of the institution at all, are invest- 
ing those depositors’ funds for the sole purpose of making a return to 
those depositors, and those depos tors pay a tax on that return 

Mr. Coorrer. All right. For practical purposes, then, if 1 under- 
stand you—and I want to understand you, if I can 

Mir. Scuwutsr. | hope vou do l hope I make myself clear 

\ir. Cooper Suppose that the 25 members of this committe: ist 


cide that each one of them will put up so much monev and employ 
ou to loan out that money for them. Now, the purposs Ss tO MaKe 
me money on that sit not 

Mr. Scuwutsr. That is very true 

Mr. Cooper. We are not engaged in the pastime of putting 

oney and employ ou to handle it for us 

\lr. ScHWULS hat is very true. 

\ir. Cooper. We expect to make some profit wher 

oney into it 

\lr. SCHWULS!1 cisely 

\ir. Coorer ll right. When somebody makes a profi 

uuntry, they are to pay a tax to the Government 

Mr. Scuwuxs true, and the people, on what vou 
profit in the case of mutual savings banks, get the protit and do pay 
he tax 

Mr. Cooper. What is the difference, then, between having the 
vank pay the tax for us and us paying it ourselves? The same 

umber of dollars and cents will come out of the pockets: will it not? 

Mr. Scuwvutst. No; that is not the way it would work. It would 
work that way, Mr. Cooper, if this money which you asked us to 
pay as a tax were regarded as a withholding tax on that particular 
depositor’s dividend or interest and he got a credit for it when he 
filed his own return, 

But if this money that we pay over to the Government as a tax is 
not credited on the tax return of the depositor himself, but is regarded 
is a tax to the institution, it then becomes an inequitable and dis- 
riminatory tax on the depositor. 

Mir. Cooper. That discriminatory question might be debatabl 
lf the depositors put their money up to make money on that and have 
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to employ that somebody to operate the institution, they have 
pav him a salary They owe something to their own Government 1 
support at nit, and thev have to pay that just as well as th 
pay a li Lo mebodv to operate the institution for them 

Che salarv is an expenst that must be paid DV anv organization. 

\Ir. Scuwutst. And taxes are an expense in this country; are th 
not? Exactly. 

l am trving to say Nh Cooper, is that you do get a tan 

“ee 


earnings thi hnst tion whiel ~ properly ta i! 


nd is taxed to h 


Under the sixteenth amendm 
on for the Congress to determine 
That the responsibil 
l | Chat ist ht, s 
xe. All right I} 

\ir. Chairman? 
MAN. Mr. Reed 
p. Nit Schwulst, take the | ation that Mr. Coop 


a= , y 
_0”) men here enga I 


Fie 


cine you for the handling of this mons 
ontribute to you. You would be their agent, then 
hat dle that money, would you hot 
\Ir. Scuwutst. That is right 
Mr. Reep. And you would be paid a certain commission, or 


salary, as the agent, to carry on the transact , 


lon 


\Ir. Scuwutst. That is correct 

Nin at D That money, im Vout hands as an agent, belongs 1 
each in proportion to the contributions of the 25 men. Is that right 

Mir. Scuwutst. That is right. 

Mr. Reep. And when they get that money, of course, they 


taxed on that money! 
Lest. That is correct 
p. And unless there were some specific contract whereby 
LO withhold a tax tor the Fed ral Government, you couk 
not do it, could you? 

Mr. Scuwutst. That is right 

\Mir. Reep. How many of these savings banks are there in New 
York? 

\Ir. Scuwutst. There are about 131 or 132 

Mr. Reep. What is the classification of the depositors as t 
occupation? 

Mr. Scuwutsr. About 35 percent of them are workers for wages 
salaried people, and housewives. In Pennsylvania that will run 
little bit higher 

Mr. Reep. What would be the classification as to earnings, would 
you say 

\ir. Scuwvutsr. As I mentioned in my prepared statement, about 
50 percent of these depositors have annual incomes of under $3,000, 
and approximately 77 percent of them have incomes under $5,000 
They are in the low brackets. 

Mir. Reep. So that they would, generally speaking, be the types 
that would need about every doliar they had in order to live? 








REVENUE REVISION OF 1951 S19 


Mr. Scawutst. That is right. They are in the low brackets 
Mir. Reep. How do you obtain the 

nerease In deposits? 
Mr. Scawutst. | beg your pardon? 


hecessary tunds to protect this 


Mr. REED. | sav, how do you obtain the 
crease in deposits? 


Mir. Scuwutstr. Ther 


is only on place irom 
That is the earnings of the institution itself. 


vets mto difficult it has no croup of stor | 
vo and say, “Put up some more money to protect 
ust 


retain ade quate earnings to margin those ce pos 
rht pont out on other matter her 


there is confusion in the minds « 


th ‘Im, pe rhs 
- ODeCTL-C!I | 


} 
| 
Lif 


at the tim 
> passed rioht on 
‘here does not 1 
wan 
ut in the case of 
have the comn 
Cinana, - 


ao it 


oO meet 
that re 
As I mentione 


Sts 


these banks 


| +} . } 
in other words 


nsurance 


son they have 
int of discretion t the banking 


til 
1 


regency, in which case vou can st 


) 


"1 


ScHWULST. That is correct 
\Ir. Reep. Thank vou verv m 


i 


ch 
Che CuarrmMan. Mr. Schwulst, you have menti 


l the requirements 
to reserves and other standards imposed by th ate of New Yor 
d you have mentioned that the majority 

nks are in New York and in Nl assac h sects. 

Mir. Scuowutst. That is true 

The CHAIRMAN Well. how, does the State of N 
me treatment to m 


mutual sav iIng’s 


ew York give the 
itual Savings banks, with respect to tax matters, 
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that the Federal Government is now giving them? Does it tax tl 


profits of mutual savings banks? 
\Iy question 1s Does the State of New York “lve the Same treat 


ment to mutual Savings banks that the Federal Government is no 


‘ ettial 


iving and which vou insist should continue to be given? And if no 


if 


why not? 

Mir. Scuwecst. I am very glad, Mr. Chairman, that you asked th: 
ques ! All of the States in which there are savu os banks excep 
two, do impose a tax of some “ind on the banks Those taxes al 
Iranchise taxes They do not run verv much in terms of money, et 


v when we are thinking im terms of the corporate rate of incon 


Phi h; cS mr chartered bv the States I} V ai st ( nstt 
3. al thev pav this f anchi | for tl franchises levies on th 
eve ol dome busu 3s 
States that tax is b d on the deposit n some States it 
1) 0 Lit neome 
Now | want to explain the New York situation to you In Ne 
Jers neidentally, the State does not impose any tax on savu 


baa ~ Now in New York, the basic tax is a franchise tax Ther 
Lé of} New York. 





» corpo e meome tax in the Sta 
This franchise tax in the State of New York, the basic franchise tay 
ry oO ' oO etained innings It is based on di 
burs¢ ( nes It is ficured at 2 percent of the interest paid to tl 
deposito xcept d his mstanee: If the 1 ined earn 
deduce he valuation res if anv, wl 
! ) - } percent. wo De i xeess of this bas tax of 2 Dp 
< +] t} { mount 1 st hy mid. ths 
Phe ( Man. But that : be paid? 
Mir. Scuv The must b 
The ¢ \ And ! he paid out of pro 
NI » wi It st be p oO olu yinie 
( MAN. Profit is wh: : of incom ( re : 
Mir. Ss vuLsT. Generally spi Mr. Cl man v tax tl 
) \ ‘ mple a real e ta must | paid out of Inco 
t] s f New York 
The CHarrmMan. I understand, but there is a tax imposed by 
Strat | Ni \ York. and tL must be Dald Out ol profits Why do we 
have a Federal franchise tax, then, like the tax levied by the State 


You will admit that the State of New York Is not tre ating the mutu 
Government is now, will vy: 


; 


ly LiKE thy Ked ra 


SuVINGS DANKS eCNue 


AVE SCHWULST. | have tried to point out that the Federal Covert 


ment is collec ting income tax already on the earnings of these mutu: 


s that are properly subject, in our judgment, to the ine 
tax because those earnings are undisbursed to the depositors, and t! 
depositors pav the income tax to them 

The CuarrmMan. Yes; but suppose, as Mr. Cooper suggested, th 
burse them. The commercial banks must pay the tax o 
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I profits, which nec ssarily means 
ckholders 


They must also maintain a reserve ist aS mutual Savings hanks 


st retain reserve 
sut thev do not have a reserve that is fr fror Kev 
rof that is ) Phat is ip to 17 pe neu oO ti 
he proposal tO raise that heure to 55 pe 
\hy SCHWULSI Sut the income tax vou mpo ! cA 
reial bank : k on the prohts wl I to the 
rs of that bar f n the use of the deno '] 10 
('H M \\ ‘ { ) ( 
nad, 1b is tan I event 
ir. ScCHW : 3 stinet : 
n the cas ) { 1\ ! »>not ! F 
‘ holder I i ( t 7 ) 
ii’ t pl I I ‘ i] \ { 
profit Yo } oO ¢ } ant n 7 5 
ur dep com ( Y ’ 
comme re ) Thos ( - ) pavil Ol 
that intel 
] CH IRN \ mvt 
Ir. SCHWUI \ 
CHAIRM ee \ oO ( 
ockholdei Lt ~ 
) he other | } { ! 
\ Lri\ ! rie ey } } } 
Vil | ( ( } ) 
SCHW a ’ ? 
] ') | are ) 
} 
( \ | ! 
< R , ' 
I}, ‘ ‘ ors oO! ‘ 
( , , 
) th y ¢ dene co | ) 
) i i” ry Tt] rau 
SCHW I} | r eoracon ! 1) ) ~ \ ( 
( HAIRS Ss ohne time I they pay hie Ite I 
der gets dends he p on his dividends. In tl 
the mutual sa nes bank hi ( a uted | Heid 
rve and not paid at all 
1 SCHWULS Kevervthin n tl case or tl | 1 1 Sa ! 1) 
l ibuted and Sta d to the adeDositol except this veneral rese 
osses that must be held back to protect the depositors 
Vin the cas Or tl commercial bank the ea nes that are tax- 
to that bank are tl earnings that are left ove tel all expr 
ading as an expense the Interest paid Lo the Savings depositors 
commercial bar 
ww those are protits vhich have been made the matin, from tl 


ot the aepositors money 
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The CHaArRMAN. Are 

mutual savings bank? 
Mr. ScCHWULST 


vou talking about a commercial bank or 


| am talking about a commercial bank be aus 
mutual savings bank has no stockholders 
The CHAIRMAN. 


It has depositors who are in somewhat thi 
relationship to the bank? 
Mir. Se 


* San 
HWULST. No, sir 
The CHAatRMAN. It seems to me that they are in somewhat the sal 
relationship 
\lr. Secu wuLst 
P 


tors ol 


The depos tors of a mutual savings bank are cre« 
that institution 
The CuarrMan. And they 


‘vy are better off because thev are m 
subject to any assessment if the bank fails 

But the stoce kholders In commercial banks in some states, th ! 
ire subject to double aussessinent Th 
investments, | 


hot only lo a then Stor 


mut they have Lo pul 


up, out of thi own private fun 
equal to the amount ot stock he ld to protect thr dep SILO 
‘ : ' 1) } ; 
Vow Vo SLO kholds rs, oOo} rather your ceé pos bors, mre hot tn 
th t requirement ol doublk assessment? 
\I ‘. iIWULULSI]I We do not have any SLao kholders 
the CuarrmMan. | know But vour depositors are in somewhat 
onship They furnish the mon to keep the bank 1 
nin ms SLO kholders In commer il banks furnish the money th 
keeps those banks running 
’ ’ | 1 ! ] ] 
lhe mutual savings banks could not run without the deposito 
nd the others couldn’t run without the 
Nir. Si 


it the stockholders 
IWULS] In New York State f this rene! 
wh) eh | been talk ney 


ral reserve tor loss 
about is exhausted, th bank may ro 
e court and petition to have itself reorganized with 
oft the ol deposits in the | 
} 


PI 
2 HoT 


a scaling aowv 
# provided thr 
eeabl to adome that 


uperintendent 
HAIRMAN, | 


have two othe 


questions that ou can ansvyv 

ery simply, which answers will help me in this matt 

The firs question is this At the mutual Savings banks, as el 
taxes a oncerned, on exactly the same basis under the tax laws 
the State ol New York as they are under the Federal tax laws? \\ 
vou answer that ‘“Yes”’ o1 No’? 

Mir. Scuwutst. No. They do pay some of the taxes in New Yo 

The ¢ \IRMAN. You sav thev are not. That is enough for tl} 
You sav that they are not on the same basis because in the State 
New York they must pav some tax. 

Now, that 


~ enough tol that 
HWULST Nii Chairman, Tha \ | ples say that I d 


HAIRMAN You have admitted that they are not on the sar 
bas 

Mr. Scuwutsr. [ do not think the question can be answered w 
categorical “Yes” o1 “No.” 

Che ( 


[AIRMAN. Yes, it can You can sav whether or not the S 
ol New York treats mutual Savings banks mn the 
Kederal Government does. 

Mr. Scuwutst. | 
ley ed on the 


ral Grove 


same Way as tl! 


can only sav that there is a tax in New Yo 
banks, and there is no tax levied on the banks by 
ronment 
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The CuHarrMaANn. You have told us, then, that there is a difference 
right there. 

Mr. Scuwutstr. That is true. 

The CHarrMan. Now, I want to ask you another question. Ar 
the earnings of mutual savings banks, not reserves, but earnings. 
handled on exactly the same basis as commercial banks or othe: 
business organizations, so far as their tax relation to the Federal 
Government is concerned? Are they, or are they not? You can 
answer that “Yes” or ““No” 

If not, why should not their profits be treated the same as those of 
others? 

My first question is whether or not they are exactly on the sam¢ 
DUsis. 

Mr. Scuowutustr. Only the earnings that can be disbursed by a 
Savings bank to the aepositors go to the depositors and are taxed LO 
hem. ‘Those are all of the earnings in that enterprise that, in ou! 
opinion, are properly subject to tax. 

The CHAIRMAN. Suppose the commercial banks felt that all of 
their earnings belonged in reserves and were not to go to the stock- 
holders, and that earnings should be retained as reserves? Suppose a 
commercial bank were to say, ‘‘ Well, all of our profits should be kept 
as a reserve and, conseq ut ntly, our corporation should not pay any 
Lax al all’’? 

Mr. Scuweutst. The earnings in the commercial bank that remain 
aiter expenses and alter interest paid to their aepositors, are proiits 
to the stockholders 

he (HAIRMAN it I iy exampl | Sil 
etained as reserves to protect the depositors. 

Now, the n, Why should that money be taxed a 
the hands of depositors o1 into the hands of the 
S Kactly a similat Cust 


; 
Ir. SCHWULS1 | understand vou, in 


i 
' 
DUNKS, the V are permitted 


, are nev not, to ae 
asset Valuat ol purposes, tree ol taxes? 


Phe CHAIRMAN lo not think so 


\Ir. Scuw am not too familiar 
nderstanding it they were permitted 


tain earnings remaining aiter expenses 
commercial banks may be set up as reserves 


The CuarrMan. What I am trving to get at. for mv own ¥ 
on, Is whether or not the proiits made by these mutual savings 
anks are on the same basis as protits made by other corporations 


that do pay taxes 


Mr. ScHwvuts1 ‘you an explanation along with the 
ihnswer 

The CHarrMan. Well, we have had that four or five times I 
now what your explanation is, but my question is whether or not 
they are tax d on the same basis on their profits 

Mr. Scuwutst. Thos: profits are taxed to people who receive them, 
Live depositors 

The CuHarrMan. I know that; I have heard that a dozen times. 
KHOW that is what Vou say. Then Vou say that the reserves are he ld 
LO protect depositors and should not be taxed 

Mr. Scuwutsr. That is right 
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The CuatrrmMan. In the case of commercial banks, they are tax 
on profits. The question is whether mutual savings banks are treat: 
on the same basis 

\MIr. Scuwetst. They are not on the same basis, and I think thi 
is a reason for their not being on the same basis 

\s I have attempted to point out, Mr. Chairman, the commer 
banks’ stockholders, represented by their directors, are using tl 
money of the depositors for the purpose of making a profit for tl 
stockholders That is entirely proper and correct 

Now, vou levy a tax on those profits made by the stockholders fro 
the use of the depositors’ money because it Is a true profit to th 


nstitution If you did not le vVva tax on itin the bank itself it mig! 


verv probably not get out into the hands of people where it wou 
be taxed It might be retained for business expansion reasons al 
purposes of that kind. 

herefore, you levy a tax on that profit while it is in the bank. 

he CHarrMAN. Large commercial banks are in competition wit 


> 
/ 


itua nes banks, are they not 
\lr. Scuwetust. There is competition, certainly, in some locality 
The CuarrmMan. Now, then, since we already have a corporatio 

ax of 45 percent with a request to increase it to 50 percent or 

percent, does that not increase the competitive advantages of tho 


who do not pay taxes as against those who do pay taxes? 

Mir. Scuwvtst. If there is a competitive disadvantage suffered | 
he commercial banks because of that, 1t comes about from the fae 
that the stockholders are making a profit out of the use of the depos 


tors money, and they should pay a tax on that profit 


The competitive disadvantage, if you eall it such, that the con 
hel al ul cs suffer from with respect to the handling of their SAVII 
and time depositors arises not out ol the tax directly, but out of 

that the stockholders at making a profit which means th 


they have to pay a tax on the profit 


Nov 1 the case of the mutual savings banks ther s nobody t} 
employ ne Ol handling the dé positors money to mal 
D for himself 

The Cu RMAN I know, but he is making a profit for the di posil 

\lr. Senwt And the depositors pav a tax onil 

Che depositor pavs a tax on every bit of that that can be taxed a 

he integrity of the imstitution and the protection ol 

Phe ( MAN. Suppose corporations were to say that they sho 
only pav tl amount of tax that vill maintain the integrity of th 
corporations. How much tax do you think they would pay? 

Now Why should not th ‘mut ial Savings banks doing business 
depositor pava tax on all of he profits they make? Depositors p 
their money in there expecting to get a profit back in interest. W1 
should not that money be taxed, too? 

If there is a protit and if the corporation is handling the mon 
the form of deposits, why not have the depositor pay his part of 
tax through the « rporation? 

Mr. Scuwvtst Are vou talking about a di positor in a comme! 
hank? ; 

The Cn RMAN No, [ am talking about a depositor in a mut 


SAV bank Why not have him pay his taxes through the 
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poration? He put his money in there, and he knew that the mutual 
savings bank would hold a part of the earnings as a reserve. Why 
not have the depositor pay a tax on the money in the hands of the 
orporation, just as is the case in any other corporation’ 
We pay taxes to meet the obligations that the Government incurs 
nd to maintain its credit. 
Mr. Scuwutsr. That is right. 
Che CHAIRMAN Since we collect taxes for thos purposes, it Is our 
duty, as nearly as we can, to see to it that taxpayers similarly situated 
vay taxes equally and in the same way 
\ir. Scaowucsr. Our position is that all of the earnings that are mad 
uut of the investment of these savings deposits are disbursed to the 
iepOsilors W ho are paving their share of the taxes These cd positors 
pay their taxes at the individual rates applicable to them 
The only earnings that are not taxed are earnings that are retained 


to say. Wy 


LO TeLalli 


sareserve fo! loss Ss to protect depositors 
Che (CHAIRMAN Suppose a commercial bank were 
ave paid out all ol our money except that whe h Is hecessary 


1 
Would that be any reason 


is reserves to protect our depositors 
hy they shouldn't pa taxes. 


Mr. Scuwutstr. The commercial banks are not 
Those earnings are fully 


taxed on earnings 


that they pay out to their depositors. 
deductible before arriving al the tax base They are on the same 


DUSis. 


Now, what is left over after that, Mr. Chairman, 
to this third Froup, the stockhold« s. who have 


are the profits of 


the institution belonging 
sed the depositors’ money to make those profits 


Now, any reserve that 
epresenting the Sto kholders set up out of those profits is a 


that actually is to protect the stockholders themselves against the 
mpairment of their investment. If it is found that that reserv: 
should not subsequently be needed that reserve will then be eithe 
lded to the net work value or the book valu 


tock interests, or co ild be paid out to the m as divi 


the stockholders Sel up or that the airectol 


reserve 


if ol the Stor kholders’ 


lends. It would 


| oe } | , 4 
oO to the stockhotk Snnad not to thr aepositors 


The CHarRMAN. While I am not criticizing vou, I will sav that 


Oo every tax we propose to increase, and as to every tax we s res 
mposing, somebody comes in here and resolutely savs tha hey 
taxes, or that new taxes should not br 


hould not pay nereased iN 
mposed on them 
Now, then, where are we going to get this 


I 


the credit of the Government and balance 


additional $16.000.000.000 
to protect the budget? 
re paving no Federal taxes 


Some institutions a 
(s I understand it, you are not willir this emergency to shoulder 


reasonable part of this necessary increase in the tax burden to finance 


our national defense 

Mir. Keocu. Mr. Chairman, if vou have co id | wo ( 
o ask a few questions. 

The CHarrmMan. | am through. 

Mir. Scnwuust. May I answer that question, Mr. Chairman? 


The CuatrmMan. I understand your position. I wa 
clear. 

Mr. Scawvtust. Mr. Chairman, it is a very difficult th 
here in times like these and Say that these 


Onn I 
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not be taxed. I want to be as objective about this as I can. I wan 
to work with your staff. We want to work with your staff. W: 
want to work with you. We want to explore and find out whethe 
there is a basis. We do not think there is a basis because everythin 
except this reserve for the protection of the depositors which is retaine: 
out of earnings is paid out to the depositors 

There is no motivation amongst the trustees for holding anythir 
back more than that. 

They get no profit out of it 

The CuHarrMan. Let me ask you right there: Why not pay th 
Government a little something and pay a little less out to th 
depositors 

It is advertised that they will get more interest from their money 
Now, why not help the Government a little in this time of distres 
by paying a little less profit in interest to the depositors? 

Mr. Keocu. May I ask a few questions, Mr. Chairman? 

The Cuarrman. Mr. Keogh, Mr. Kean, I believe, has the floor next 

Mr. Kean. Is not the chief reason why it is so difficult for you to 
keep ample reserves, the fact that you had a very, very heavy increas 
in your deposits? 

Now. every time you vet a new depositor, he shares in the reserves 
which have already been set up from the earnings from the money 
which was put up by other depositors, and thus your reserves ar 
diluted 

If the deposits were not expanded so that you would need bigge: 

serves, then could you not pay a Federal income tax at the regula: 
corporate rate without reducing either the rate of return to you 
depositors, or the size of their reserves? 

Mr. Scuwutst. What would happen in that case, Mr. Kean, is this 
If we got into a period where the deposits declined substantially, s 
that our s irplus or general reserve ratio was higher than might bi 
safe—and it is very difficult to tell just what that ratio should be 
then what would happen in due course would be that we would no 
have to retain earnings in the years as they would go by for the pur 


pose of adding to that surplus or general reserv: 
Therefore, the current earnings would be paid out to the depositor 
and taxed to them. At some time or other those deposits would pe 


haps be moving in again, and that temporary apparently high surplu 
would not then exist 

Mr. Kean. But you have not answered my question. My ques- 
tion was whether the reason you are having so much trouble in keep 
ing your reserves is because your deposits are increasing so fast? 

\lr. Scuwutsr. Yes; because deposits have been increasing ver) 
rapidly. They increased very rapidly during the war period, and 
they have been increasing rapidly in the postwar period. During th: 
war period the increase was due to the inflationary factors that wer 
at large. 

[t was to the interest of the ater nt and the economy that as 
much of that money, excessive money, if you please, brought about 
by deficit financing of the war, be ssehenad out of the channels o 
spending and into these institutions. 

We had a tremendous growth in deposits during that period, and 
part of our strain for necessary reserves was brought about by the 
necessity of having to set up margin for those deposits. 
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Mr. Kean. Is it true that every time you get a new depositor, he 
dilutes the earnings that were made by somebody else’s money? 

Mr. Scuwutst. Over the long pull, that averages out 

Mr. Kean. You have kept saying that the depositor himself pays 
the tax on the income which he gets ) 

Mr. Scuwutst. He is taxable on the income 

Mr. Kean. He is taxable. That is just the point I was making. 
You say he ts taxable I am wondering whether he pavs the tax. 
How does the small « positor know that you have credited interest 
to his account so that he knows how much mcome tax he ought to 
pav on that? 
~ Mr. Scuweutst. We alwavs, by publication in the newspapers, let 
the public know what the interest rate and the interest credited is. 
We have that posted all around the bank 

Mii KEAN. But he does not get any notice from you that anything 
as been credited to his account unless he happens to bring in his 
have a notation made in his bankbook? 
Mir. SCHWULS'T { nless he were to write in or to come in to have the 
, } 


vaankbook in order to 


{ est credited on his 00k, he would not know it. except that he 


has had a long course of dealing with the bank and he knows that, 
whether he comes in, or not, at stated periods, this interest is credited 
to his account 

Mr. KEAN. Do you really believe that the majority ot vour de- 
positors ever report ior income tax p irposes the $5 or S10 that may 
be credited on the books? Do you have a flock of de positors comme 
n before the income tax closing date trving to find out how much 
money has been credited to their accounts? 

Mr. Scuwutst. We do have some of them that write to us and we 
eport to them what the interest credit is 

Mr. Kean. You do have some. Do you have a great many? 

Mr. Scuwutst. | would not sav that we have a great many, but 
| would not necessarily infer from that that the \ do not know, or that 
they do not report 





| happen to have a little savings account, and I report the little 
nterest that | have on i 

Mr. Kean. | have one more question 

You said that the taxable banks are entitled to deduct reasonable 

nounts placed in reserve under the present law for bad debts and 
hat then they paid taxes on the remainder of their incom: 

Now, if the deduction is adequate protection for the taxable banks, 
why would it not also provide adequate protection for the mutual 
savings banks? I mean, why should the trustees of the mutual sav- 
ngs banks be permitted to remove from taxable income any amounts 
they choose to hold back for the reserves? 

Mr SCHWULST. Of course, Mi Kean, they do not have compl Le 

scretion in that regard, as I pointed oul 

Mr. Kean. Up to 25 percent 

Mr. Scuwutst. | pointed that out to Mr. Cooper 

There is another restriction in that they are pretty closely super- 
ised by the superintendent of banks, with many of them being super- 

sed by the Federal Deposit Insurance Corporation. It is not con- 
eivable that those trustees would attempt to unduly withhold earn- 
ngs. There is no reason why they should. They do not get any 
enefit out of it, and it is certain that the supervisory authority would 
call their attention to it, as well 
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So I do not think that there is anything in the picture that wou! 
lead anvone to believe that there is any motive on the part of th 
trustees to withhold earnings just for the sake of withholding the: 
and not for the purpose of protecting depositors 

Mr. Kean. I know a great many of these trustees, and they ce: 
tainly are serving, as you say, on these boards in the same way 
they are serving on hospital boards. They are doing it as a publ 
service 

Mir. Scuwutst. That is right 

Mr. Kean. I know that some of the big savings banks pay no fe 
for attending meetings at all, and have not done so until a short tim 
ago. I believe some of them now pay $10 or $20 

\Ir. Scuwutstr. And some of them pay a little more than that, M 


Kean 
May L say just one more word, please, sit 
| think the thing that is troubling you and troubling the oth: 
members of the committee is the fear that there may be undue with 


i 


») 


holdings of these earnings beyond what a sound loss reserve would bi 

Now, certainly if there is any such, it ought to be taxed 

But | have tried to point out that there is no motive for a truste 
to unduly withhold earnings. He has to be guided by the experien 
thr bank has had Hi has Lo be vulided by the public authority that 
polices the situation, the superintendent of banks, and the Federa 
Deposit Insurance Corporation in the case of many of these institu 
tions 

Those are the people who live with these situations and who a: 
most able to determine what is required to enable these banks t 
meet their obligations of paying off these depositors on demand with 
out loss to the depositor. 

It seems to me that as a practical proposition you have evel 
reasonable assurance that there is no undue withholding of thes 
and that the earnings are being disbursed and are taxabl 


eaurnine’es, 
» the depositor himself 
\Ir. Kean. What also bothers me is what vou mentioned a momet 


ago That is the fact that these reserves are being taken care of fe 


{ 


t! new people who are coming in, and that if the deposits Increa 


vou will never have tl 


the wav thev are continuing to increase 


position where you have enough reserves 

Mir. Scuweutustr. That is the whole point These trustees do mn 
hold back anv more than Is necessary to protect both the old and tl 
new Gdepositol 


Mir. KEAN What I mean Is tuai ioe new people cre t the benefit 


the earnings that were made on othe peoples money 
Mir. Scu ust. This is a dynamic situation It is running alo 
0 a lon vr pt riod of tim al d the thing averages out The m: 
who a new depositor today and who ts retting the benefit of tl 
neral reserve which has been built up to protect all of these depos 


rnings of past depositors, Is voing to have added to it tl 


rrent earnings, and that reserve will protect the depositors of ti 
future It is sort of a general public trust fund. 

This general reserve is really for the protection of anybody in tl 
community particularly the small man who wants to put his savil 
into the institution 
Nii Kean Thank you. 
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\Ir. Boaes. Mr. Chairman? 
The CHAIRMAN. Mr. Boggs 
\Ir. Boaes. It is a bit late, Mr. Chairman | believe some of thes 


utlemen are getting a little hungry, so I will make this as short 


K as 

an 

Mr. ScHwutst. Gentlemen, I will be delighted to come back a 

neh [ want to have vou ask all of the questions that vou have 

Vii Boaas. Mr Cha rman, the question Of mutual savines banks 
peeh debated befor th S committee for a COOK many years nov 

| | think we havi had a very good group of questions hers 4 

re are several very mportant questions that are still u my mina 

Hlow, except as to this reserve and corporate and noncorpo 
ip, does a mutual s iines bank diffs fron L commercial b F 
have savings and checking accounts s that correct 

\I SCHWULST We have Savings, and what did voi say? 

Nii Boaes Mavi! sand checkine accounts? 

\lr. Scowuustr. No, indeed 

Nl Boaas You have no checking Accounts 

\Ilr. SCHWULS1 Wi have no check accounts 

\Ir. Boaeas. You only have savings accounts? 

\l ScHwuL.st. That applies to virtually all mutual say nes banks 


think that out in Ohio there is a2 Mutual savines bank which also has 


ne demand deposits but that would be the great exception 
Creme rally speaking and with that Deine thy only exception that 
bank, the only iccounts that th mutual saviu Ss DUNKS have 


ngs accounts 

r. Bocas Is thers anvthing in the law that proh Dits you [rol 
ing checking ac 

Mr. Secnweutstr. In New York there is, and in Massachusetts ther 


30 | think that renerally Speaking, they are ho permitted 


‘) 


checking accounts 


\Ir. Boces. In the State of Ohio. apparently. it is possible to have 
Yraccounts, too That is the State l was re erring to rh: 
eis ohne mutual savings bank in Ohio. in ¢ eland, which does 
heek a if 0 

I SCH | ) | I hat tl it part ol h veil Sl 
v large part o | ness. It is principally a s bank 

l} Bor Ss. Sot! ct nivo in the nstarm 0 hes e of Ohio 

il savings ba perform all of the fun ms oO mmere 
th COrre 

sé Yi l { an ‘all Ss, ot course all nel sive ma | 
answer that lol I thu that Clie lly speaku what 

LV Is Corre l cle tal th situa ) ) hat pia il 
| Bocas Let us go on for a minute What otn functor ao 
perform? Do vou loan money? 

lr. Scuwuutsr. We loan money on mortgages. first mort reer 
tate We inves im corporate securities that m«e eerta 

d standards Wi nvest in State and mu ipal ob] i ) 0 
country, and in the United States Government’s bonds 

ly Boaces Do you own real estate? 

\lr. Scuwutst. We do not own real estate except in so far as we 


sometimes have to foreclose on 2 mortgage and tal 
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estate over. Then we are under statute obligated to sell it withi 
o years 

Mr. Bogas. Are you chartered similar to a commercial bank, o 
what is your legal status? 

Mr. Scuwutst. We are a nonstock corporation. We are organize: 
under the general corporation laws—and | am talking now abou 
New York, and this is similar to the situation in other States—an 
we have a corporate set-up that gives us perpetuity. However, w 
have no stock. 

Mr. Boces. Do you issue statements similar to those of commercia 
banks at the conclusion of your fiscal vear, or your calendar vear? 

Mr. Scuwutst. Yes. We publish statements that are available t 
the public at the end of each interest period, which would be at th 
end of each 6 months 

Then we also have to submit, on call, to the banking departme: 
of the State of New York and to the Federal Deposit Insurance 
Corporation, because the mutual savings banks in New York Stat 
are insured by the FDIC, statements called for by the superintenden 
of banks and by the Federal Deposit Insurance Corporation 

\Ir. Bocas. What is the total of the deposits of your institution 

Mir. Scuwutst. In my own institution? 

Mr. Bocas. Yes. | 

\Ir. Scawutsr. Approximately $900,000,000. We have about 
925,000 depositors. 

\Ir. Bocas. Did vou say $900,000,000? 

Mr. Scuwutst. Yes, that is right, sir. 

\Ir. Bocas. Would you consider that a small institution? 

Mir. Scuwutst. I would not. I would consider it a very lar; 
institution It is also a very old one The bank is 118 years old 

Mr. Boces. What are the reserves of your institution? 

\Ir. Scuwutst. The reserves are approximately 10 percent, slight! 
under 10 percent 

Mir. Bocas. Would that be about $90,000,000? 

\fr. Scuwtutsr. About $89.000.000 or SS8.000.000: somewhere 
that neighborhood 

\lr. Boaas. $88.000.000? 

Mir. Scuwvutsr. That ts right 

Mir. Bocas. Now, if 1 am a depositor in your concern—and let 
sav that L have $1,000 therein—and I walk in tomorrow mornin 
can | withdraw my $1,000? 

\lr. Scuwutst. Yes. vou can get vour $1,000 

Mr. Boacs. Do I get my proportion of that $90,000,000? 

Mr. Scuwutsr. No. That $88,000,000 is there for the purpose « 
protecting vou and all like you against loss in assets which we m: 


have to sell when vou come in to get your money. 

Mir. Boaas. Well, now, wait a minute. When I come in to ; 
my money | ao not need anv more protection My need for protectio 
has ended. So what happens to that $90,000,000 insofar as I a 
concerned? 

\[r. Scuwutsr. You have the protection of that $90,000,000 whi 
you are a depositor, and the ce positors who come after you will hay 
its protection also. 

\Ir. Boaas. That gets down to my consideration of the fundament 
theory with which we are concerned here. That is what has n 
worried, Mr. Schwulst. 
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You say that the reason you should not pay any tax on that 
$90,000,000 Is because that SYU VOD OOO belongs to me and the rest 


») 


of the 525,000 depositors, but how do I go about vetting it’ 


Mr. SCHWULST It belong Lo you 1n this sense: that it is a margin 
if satety to protect you 
In my statement to the committee, I pointed out that when the 


lepression hit us and we saw the evidence of it in losses in the late 


" ] 
thirties and early forties, this ageregate reserve, which. in our case, 


; this $88,000,000 I am talking about, and which is, of course. a creat 


eal more than that for the svstem asa whol as an aggregate reserve 
is unpaired to the tune of 90 percent It was 90 percent needed: 
that is, the amount on June 30, 1930, to take ear 
\lr. Boaes. Now, our time is a bit limited her sut since the 


epression, the Federal Deposit Insurance Corporation has come into 


e of losses 


l 
; 


emg, and you are protected bv that corporation, are you not 


\lr. SCHWULS' That is correet 

\lr. Boaa@s. So that my situation as a depositor is considerab| 

flerent today fron Vhat it was in 1929 and 1931 when there was 
imilar agency n the Government to provide that protection; is 


that not right 

Mr. Scuwutstr. That is correct 

Mr. Boces. Well, now, if L am not ent:tled to some percentage of 
that $90,000,000 when | withdraw my $1,000, 1b Is logical to assume 
that a tax will never be paid on those amounts 

\ir SCHWULS' No that does not follow. 

\Ir Boaas Why aoes it not follow? 

\Ir. ScHWULS1 Because in the event of liquidation of the bank 

Mr. Boces. Now, I know what you are going to say to me there 
| want to follow that arg lment just a little bit because you wil Say 


hat in the event the bank is liquidated the funds will be distributed. 
Will any be distributed to me? 
Mir. Scuwutsr. If you are then a depositor and if there is any left 
We must bear this in n 
ll probability it will be involuntary, and that is why we have to 
ive a reserve not only to protect you, in the event this involuntary 


und: that if there is a liquidation of the bank, 


quidation takes pla but to protect you respective of the liquida- 

nm of the bank when we have to sell off assets to meet a demand 

om you for your money 

Mr. Boaes. Well, now, a $90,000,000 institution mpresses me 
ff course, | come from a place where we do not have institutions like 
that 

\[r. Scuwutsr. You have some pretty good banks down there in 
New Orleans. 

Mr. Boges. That impresses me as a pretty good-sized institution. 
What about the salaries you pay in your institution? What is the 
iverage salary of these banks? 

Mr. Scuwutsr. Well, L will tell you my salary. My salary is 
$60,000 a year gross. My net salary, after 1 pay my taxes, is about 
$30,000, or thereabouts 

While | am on that subject, may I just continue for a moment 

[n general the salaries of the presidents of these mutual savings 
anks will run about half of what the corresponding salaries for 
Ol mercial banks of similar Size are, The offic ial salar ies, aS a whole, 
n the mutual savings banks—and I have those figures, and I think |] 


79120—51—pt. 2—-—-19 








832 REVENUE REVISION OF 1951 


can recall them that is, the salaries of the officers, all of the offi 
salaries of the savings banks, these mutual institutions, in relation 
the official salaries of the commercial banks of similar size, measu 
as a ratio of current earnings—the salaries in the commercial b: 
will run about three times the salaries I am talking about. 
That ts, the salaries of officials in the commercial banks will 

about three times, relatively speaking, the salaries in correspond 
croup sizes of mutual savings banks 


Ir. Boces. Of course, I have no desire to inquire into vour o 


Saiary 

\ir. ScHWULs I have no objection to telling vou 

\lr. Boces. That is a matter for your board, or whatever it is \ 
hay 

\s lons as we have rotten into thr subject let us pursue it a ] 

the llow do the salaries vou pay today compare with thos 
5 vears » in mutual savings banks? 


Mr. Scuwutst. Of course, I wasn’t with the mutual savings b: 


\Ir. Bocas. No, I said 5 vears ago 


\Ir. Scuw r. Thev are up some extent, but not in the same rat 
as we have raised clerical salaries. We have tried to keep up with 
cost ot living so far as clerical salaries are concerned But there Is 
disposition to do the same with respect to official salaries. It has: 
beech done in any case 

Mr. Boaes. Let me say that I have no prejudice with respect 
this th me way or the other As a matter of fact, in the casi 


building and loan associations | am very sympathetic to their sit 


But t not a fact, eliminating for the moment, if vou will 
legal intri es in which you can ana | happen to bi alawve! 

\Ir. SCHWULS l am not 

\Ir. Boa Eliminating for the moment the corporate entity 
ciple, and so forth and so on, ts it not a fact that 1f vou can estab 


t 


one institution on a eiven corner in Brooklvwn. or somewhere in N« 


You and someone else establishes a similar institution on the ot 


corner, and vour Institution is a mutual savings bank. so eal 


and the other is a commercia! bar 


and if this Congress levies nt 


Zo 1 ent on the earnings of one, and if undet the charter that 
operate under, because of the fact that you put a depositor into 
roie ola st holder rather than that of a crenurne stockholder, do 
ot tave { mendous advan re ovel the bank 1 ht across thes 
from ve 

\] ™~ \ LSI I am very happy vou asked that question 
t] k you will find that 1f vou analvze the figures in the 1949 F% 
Deposit Insurance Corporation report on the imsured comme 
banks, and the figures on the msured savings banks, and make a bre 
aown Of Lhose ivures, So as to separate out, or trv to separate oul 
anv rate, the demand-cde posit activity ol the commercial bank, th: 
t| ! Mi time activities, so ns to get something so as to oe 
a basis comparable with savings banks, vou will find this to be tr 


and | intend to furnish some figures with the supplemental report 
th question that even if you rem tted in full to the commer: 
banks the proportionate part ol th income tax paid by that b: 
attributable or allocable to its operations in the time and savines 
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partment, you would still by no means, even if vo added that tax 


ivings to the interest rate—and there is no reason to assume that that 

ould be done in a stockholding bank, because the directors are 

r) iting that Dink, and quite prope riv 30. 10 t| Sto ch widers Dut 

f the directors were willing to add that tax iving I the inte { 

on the time and savine’s deposits of that ban! th ‘ vo : I] 

wide gap De tween the interest rat paid ana spea no” of aver- 

s now, as I can only deal with average figures there would still 
1 wide gap be veen th Interest Tate paid D1 {| In I 

time and L\ counts, and the i Db L\ ~ 


Now. there are othe reasons for that than I lere tax facto 


reasons are, as Mit Kean pointed out a whil ». first. that the 

mercial bank, b virtue of mixing those two ypes ot Dusiness 

st Keep itself I Liq nid It aoes not | ive ti ime proportion 

the higher vieldu ivestments. the lor i bonds. the , 
state mortgages that he savines bank has 

In the case of the ymmerical banks the prope on ol the time and 

vings deposits represented by the higher yielding type of assets 


Vu ( 
such as I have mentioned, runs about 58 percent, but in the case of 
ivines bank that 58 percent of time and savines deposits. will run to 
etter than 90 percent 

Nr. Boaas Thank you 

Mir. Keocu. Mr. Chairman? 

The CHatrMan. Mr. Keogh 


\ir. Keocu. If you were to take the converse of the situation vou 
have just assumed ! assumed that the commercial bank on tlie 
ner in Brooklvn tl appreé at the reference to Brooklvn Were 
»>puaVv oul all of its ea nines to its time and savings depositors, less th 
cessary reser ve that commercial bank would pav no LiaXe 
\ir. ScHwuLs Tl commercial Dank Would pav no tax on any 
nings it distril DO yut those depositors will pay 





" , ' 
have d Durses | 0 the r earnings to th r tum ana LVI 
’ } 
0 rs, less the ves thev haves ip t which are allowed | 
i i busine 3 ‘) Tha eomm ( 1) Wi (a pDaV hot 


\lr. Scuwutsr. Yes. sir 
AVE Bor GS Wi Lt ci thre nvVverace Ome re Del ! 0 \ 


) 


COULS 

Mr. Scuwutst. Do you mean in New York Stat: 
Nir. so0GGs Y es 

Mr. Scuwutsr. Commercial banks? 


Ni BoacGs Ve 


Mr. Scuwutsr. I cannot answer that question of mv own knowled 


pt to tell you that my general opinion, from what I have heard 
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and from my general knowledge, is that they probably pay, on th 
average, about one-half of 1 percent less than the savings banks pay. 

Mr. Bocas. What do you pay? 

Mr. Scuwutsr. We pay 2 percent. 

Mr. Bocas. All the way up? Is there a $10,000 limit on that? 

Mr. Scuwuutstr. We pay 2 percent on whatever the balance of th 
deposit is; that is, 2 percent per annum. 

Mr. Bor GS. Whatever the balance Is, whether it be $1 or $1,000,000 

Mr. Scuwutsr. You cannot put in $1,000,000. You can only 
deposit $7,500 in the bank. These are small people's banks. 

\Ir. Boaes. Do you mean a total of $7,500? 

Mr. Scuwutsr. All he can put into the bank out of his own mon 
is $7,500. Anything else that he would have in the bank would b: 
interest accumulations credited to his account. 

\ir. Boaas. You mean in any one bank? 

\Ir. Scuwutst. Yes, in any one bank. 

Mr. Boces. But there are a lot of banks that he can put $7,500 int 
There are a dozen of them, if he wanted to deposit in them. 

\ir. Scuwutstr. But he can go over to the National City Bank over 
on the corner and put $200,000 into a time account, if he elects to do so, 

Mr. Boces. If 1 were to put $200,000 into a time account at thi 
National City Bank, what rate of interest will I draw on that? 

Mr. Scnwutstr. The National City Bank pays, as I recall it, 
percent—again you will have to check me on this, but this is approx 
mately right—up to $2,000, or it may be $2,500. 

Then they drop the rate as the size of the account goes up. 

Ir. Boaas. What do they pay over two thousand dollars? 

Mir. Scuwutsr. I cannot answer that. But on the larger balance 

I think the rate gets as low as one-half of 1 percent, or even one- 


1 


quarter of 1 percent. 

\Ir. Boaas. Do not all of the commercial banks in New York pa 
about the same rate? 

\ir. Scuwutst. Of course, not all of the banks in New York, that 
commercial banks, in New York City, accept savings accounts at a 

Mr. Bocas. I am referring to the ones that do. 

\Ir. Scuwutst. No, they are not all paying the same rate. I thi 
there may be one or two banks paying not 1}; percent, as is the casi 
with the National City Bank, but 1 percent on the smaller account 
They have not all gone up to the 1h percent rate. 

\ir. Mason. Mr. Chairman, may I ask a question? 

\Ir. Boaes. Mr. Chairman, it has gotten late and I will conclud 
Thank you very much. 

Mir. Mason. Mr. Chairman? 

The CuarrnmMan. Mr. Mason. 

\ir. Mason. I have two or three questions I would like to ask, ar 
I would like to have them answered directly and not with all of this 
repetition that we have been listening to for the last two or three hours 

We levy a Federal tax upon commercial banks, and because th: 
Federal tax has gone up and up and up, in the last 10 to 15 years, tho 
commercial banks now pay little or no interest on deposits. The bar 
that I have a deposit in is paying nothing on it. 

Because we have levied these high Federal taxes, their dividen 
to their stockholders have gone down and down and down. ‘That 
the effect of the Federal taxes upon commercial banks. 
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You say that if we levy a tax upon mutual savings banks, you will 
have to pay less interest to your depositors. Well, that is exactly 
what the commercial banks have had to do. 

Why should it not be fair for you to do it as well as the commercial 
banks? If we levied a tax large enough so that vou would not be 
able to pay 1 cent in interest, you would be in the same boat as a good 
many commercial banks. I do not see why that would not be fair 

Now will you tell me why that would not be fair? 

Mr. Scnwutst. The commercial bank pavs a tax because it has 
made profits 

Mr. Mason. No; I do not want to know why it pays a tax. | 
want to know why it would not be fair to levy a tax on mutual savings 
banks which will bring about the same result as we have broucht 
about with respect to commercial banks 

Mr. Scuwutsr. You will certainly reduce the interest rate that 
an be paid to depositors 

Mr. Mason. We have done that with commercial banks, and, if 
we have done it with one, we oucht to do it with the other. That is 
my philosophy, at least 

Mr. Scawvutstr. No. You are levving the tax in the case of com- 
mercial banks on the profit that remains 

Mr. Mason. Whether it is on the prohit or on the interest, 1t comes 
out of earnings anyway 

Now, then, [ have three little questions which I would like to have 
vou answer, if vou can answer them 

(‘an vou give me the total earnings of the mutual sav nes 
Qn? 


Mir. Scuwutst. | would have to refer to my papers 


Nir \IASON lf vou cannot vive that to the committee now Will 

uu furnish it for the record? 

\lr. Sco wu ts vel lad to furnish | have it 

\I | | H I \I \Iason will Vo Vi | I") S iInswe 
»vour question 

\ir. Mason. I ws the witness to answer tl ond ¢ stiol 

What is th ota o t of inter paid out to de yee | } 

itual savings banl n 1950? 

Nii SCHWULS "Tt it would bye about | ; perce! 

Nii \IASON | do not want to know what the percel ore | 
wa to know what the amount ts 1n dollars the total dollars p: a out 
n interest, and also the total retained as reserves Those are the 


three thines | want becauss they talk turkev to me, and on that basis 
I will vote to tax these mutual savings banks 

That is all, Mr. Chairman 

Mr. Scuwvutust. I would like to give the answers. those three 
answers, for the record 1 will give vou the answer to that last 
question now, 

The amount of earnings paid out to depositors Was approximately 
$360 million last veai 

Mr. Mason. What was the amount of earnings? 


Mr. Scuwutstr. The figure I have just given vou would be about 


(9 percent or 76 percent, or 77 percent of the total earnings 
Mii M ASON The n the \ kept D4 percent _ that if ? 


Mr. Scuwutst. They kept about 20 to 25 perce 
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Mr. Krocu. Mr. Chairman, may I ask a question? 

Mr. Eseruarter. Will you yield, Mr. Keogh? 

Mr. Kroau. Yes. 

Mr. Esernarter. As a partial answer to the question asked 
Mr. Mason, 1 want to place in the record at this point the stateme 
that in 1941 the net current operating earnings were $46,300,0( 
while in 1948 the net current operating earnings were $302,388,00 
Those figures apply to the mutual savings banks. Those figures 
from the report of the staff of the joint committee presented to us 
March 1950 

Mr. KroGcu. Mr. Schwulst, in New York State we have the ma 


mum limitation of seventy-five | 


indred dollars for an account, 


we not? 

Mr. Scuwutst. That is right A ck positor can pul into a say 
} ‘ } 4 . . } 
bank in New York State not over seventy-five hundred of his o 
money 


Mr. Keocu. I wonder whether the statistical studies that vou ha 
nd which vou will submit in your supplemental memorandu 


made, i 
will conta a break-down how ne what accounts are not in exXeess 


Sit) and what accounts are not in excess Ol SO00, As well as wl 


accounts are not in excess of $1,000. 

Mr. Scuwutst. I can give you the approximate figures now. 

Mr. Keocu. Well, 1 would like to have, if they are available, 
correct figures for the record showing how many sav ings bank depo 
tors hay less than $100 in their accounts, and so forth. : 


Mir. Scuwue st. | will be verv clad to supply you with informati 


ray Os mm) ts 
Mr. K ; GH. As a matter of fact, the philosophy of the mut 
\ bank has to do mot with the safety of the small ma 
eurn ao not? 
\I SCHWULS That is corr 
\Ir. Keocu. Rather than m ¢ profits on those moneys? 


Mir. SCHWULS' That is right 
Mr. Keocu. That is all, Mr. Chairman 


‘he Cuarrman. If there are no further questions, we will re 
until 2:30 this afternoon. 

We th: vou 

Mr. Senwuusr. Thank you very much, Mr. Chairman 

Mir. R . Mr. Chairman, I want to compliment the witness 
has been through a long grueling order, and I think he has done \ 
W 

The ¢ MAN. | complimy nt the witness on his familiarity 
th Lb} and his adroitnes n answering questions. 

\ir. Scuwutstr. Thank you, gentlemen. 


The following supplemental! statement was later submitted fo 
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OCCUPATION O} DEPOSITORS 


Wage and salary 





earners constitute v ges t ] 
ings banks Dr. Bussing’s 1949 study of the Ne York State savings 
showed the following breakdown of depositors by occupatior 
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$10,000,000 or less Saving 
S10.000.000 and S30.000_00 
ts between SLO,.000.000 and S82 
000.0 | ng ) vit lep ) ( S30.000.000 and SLOO 000 


er 825,000,000 


7 


time as they i 1 former ve 

are composed of (,overnment bonds Pat 
mortgages and because most of the sav 
with the FDIC or with some self-constit 


t bonds to total assets expanded rapid 
ms made for a short supply of ot! 
if Government bonds 

wal Also, by virtue of war conditions, savil 
\ This increase in deposits grew out of the great 

ipply due to the Government’s own deficit financing and 
yning and controls made it more difficult for people to spe 
s. These same factors ied to a rapid liquidatiot 
and to a relative decrease in the supply of corpora 


savings banks did their part in assisting the Government 


I 


the bonds that were issued and have assisted the whole econor 
amounts of the people's increased incomes by encourag 
than spend Spending under those conditions would ha 


forces of inflation. 
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AFTER RECESS 


The committee resumed at 2:30 p. m 


re 5 


, upon the expiration of t] 


MAN. The committee will be in order 
witness is Mr. Oscar R. Kreutz, executive manag 
nes and Loan League, Washington, D. C 

will you give your hatin and address and the 


capacil 
vou appear to the ste ov! ipher for the benefit of the 


recory?e 


STATEMENT OF OSCAR R. KREUTZ, EXECUTIVE MANAGER 
NATIONAL SAVINGS AND LOAN LEAGUE, WASHINGTON, D. C 
ACCOMPANIED BY J. J. O'MALLEY, PAST PRESIDENT, NATIONAI 
SAVINGS AND LOAN LEAGUE; AND DUDLEY MILLS, PRESIDENT 


FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION, MERIDEN 
CONN 


Wilkes- 
First 


Hn OM ML 


{ { ar 
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ognized that 
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ns could g 
‘re elected V tne nembers of thes b l lding 


Usually they Wit ul pay of am 
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the operating details served wit ery little or no pi 
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books and i 


he organizers ol ms set out on the 
indertakings with the ze: and fer ol 
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than a hundred ars after the Oxford Provide 


formed. | I | Ing activity throug 1O 
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imately $3,300 in tax revenue to the Federal Government per millio: 
dollars of average deposits 
The total deposits of insured commercial banks are shown by t} 
December 31, 1949, report (p. 136) of the Federal Deposit Insuran 
Corporation, as $143,137,715,000 
Total deposits of insured banks at the end of 1948 were shown b 
the 1948 report (p. 82) of the FDIC to be $140,641,975,000, maki 
an average of $141,889,845,000 during 1949. On page 160 of the 194 
report total interest paid on deposits was shown to be $328,010,001 
Figure a 20-perecent tax on this and the amount is $65,602,000 
The insured commercial banks (p. 160) paid total Federal incon 
tax—corporation tax—of $304,572,000. The same banks paid out 
dividends on capital stock (p. 160) a total of $354,144,000. Assumi 
an average tax rate of 30 pereent on these dividends the tax would b 
$106,243,200. We used 30 percent because we assumed the stoc] 
holders in these banks were of the wealthier class and would pay 
the higher rate 
Total revenues produced by banks in 1949 would thus amount 
117,200. This is comprised of the 20-percent tax on the intere 
d on deposits, $65,602,000; the 30-percent tax on dividends o 
eapital stock, $106,243,200; and corporation tax of $304,572,00) 
Relate the total average deposits to the total tax and we find that tl 
average insured commercial bank provided the Federal Governme: 
with $3,357 in tax revenue per million dollars of average deposits 
In other words, for every $1,000 of deposits in commercial banks, t] 
banking system, including its depositors and stockholders, pays a] 
proximately $3.30 in Federal income taxes, whereas for every $1,000 « 
savings in the building and loan movement there is paid approximate! 
$5 in Federal income taxes 
Now let us consider the question and the probable effects of a dire: 
Federal income tax on building and loan associations 
\ tax Ipon gross income in excess of the immediate cost of operatio 
and dividends distributed to members of building and loan assov 
tions either will or is likely to have the following broad effects upo 
the national economy 
The harm to the economy through distortion of home financi 
S ipply will exceed the value of the tax revenue 
2. Demands for direct Government financing, guaranteeing, al 
aids to housing would be multiplied 
It would eventually result in the substitution of Governmer 
operation, subsidies, and controls in lieu of privately operated instit 
tions and private competition 
t. Until such substitution occurs, costs of housing and home own 


ship will rise despite the variety of legislation designed to bring do\ 


such Costs 


5. Undue harm to thrift and savings’ habits could result in co 
trast to present governmental encouragement 

Building and loan associations currently hold 21] percent of the tot 
urban home-mortgage debt as compared to 16 percent for the nes 
highest institutional holders. They finance about 50 percent of tl 
total amount of home-mortgage loans in the United States which a 
not Government guaranteed or insured and which are made | 
financial institutions. I might say of their portfolio 70 percent a 
neither insured nor guaranteed. 
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They specialize in financing the homes of the middle and lowest 
income groups. For example, approximately 45 percent of the loans 
made by these associations in 1949 to finance home construction and 
home purchase were made to families with incomes of less than $3,500; 
25S, percent were made to families with incomes of from $3,500 to 
$4. 500 By reason of they governing laws and methods of operation 
hey are the only group of institutions which are equipped to make 
loans of this type ona practical basis throughout the entire country 

If the functioning of these institutions and their normal growth is 

irtailed, there will, of necessity, be a lessening of the supply of money 
for home financing, especially in the critical middle and low income 


field Such curtailment or an operation of doubtful safe ty must re sult 


om a tax. Federal and State supervisory officials are constantly 
prodding these associations to increase their reserves mort rapidl 


that is, at a higher rate 

It has been the long-standing policy of Congress to foster thes 
nstitutions for the promotion of thrift and home ownership. To 
that end the Federal Home Loan Bank System was established, as was 
the country-wide system of Federal savings and loan associations and 
the Federal Savings and Loan Insurance Corporation. For the same 
purpose the Eighty-first Congress enacted H. R. 6743 which further 
strengthened the building and loan movement while providing for the 
early return to the Treasury of funds which had been advanced by it 
in the thirties to the Federal home loan banks and the Federal 
Savings and Loan Insurance Corporation 

Nearly all of the States have Statutes recognizing the sound publi 
policy served by these institutions. 


; ’ 


The unfavorable consequences on building and loan associations ol 
direct Income tax would be serious 

l A direct mcome tax would necessarily re ult nh either a sharp 
eduction in dividends distributed to members, a reduction in loss 
serve ratios, or an end to growth, with a drying u this soures 
f thrift capital. Prudent management and supery author 

ive long recognized the necessity of considering 

juirements as the barest minimum only 

2. Believing that prudent management would try 
accumulate adequate reserves for the protection of 
would appenrl that the burde a direct income 

on the small saver in the form of a sharply reduced dividend rate. 

If however, the puraen f a direct Federal tax W +10 fall upon 
serves, the result would be a direct weakening of th ire building 
and loan structure and an unwarranted increased financial risk to 

Federal Savings and Loan Insurance Corporation 

3. The tax would inevitably restrict the sound growth of building 
and loan associations and they would be unable to maintain their 
POSITION In the expanding economy and the expanding field of mort- 
age debt. The impairment to the operations of such associations 
vould necessarily diminish in comparable degree their service in the 
promotion of thrift and home ownership 

There has hee n no ¢ hange Ih the basic purpose of building and loan 
associations since their origin in this country in 1831, nor has there 
een any change in the functions which served as the basis for theu 


exemption from Federal income taxes 
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Under the original terminating plan, one group of members pool: 
their savings to provide funds to finance homes of other membe: 
If losses resulted from such loans, they were equitably distribut 
among all the members on a pro rata basis by the simple device 
recapturing the necessary portion of the earnings which had be: 
divided among all members but retained by the association until tl 
maturity of the shares. 

The serial plan which later became popular was in effect merely 
combination of several terminating groups of shareholdings with 
the same association. Here again losses as well as earnings we 
equitably distributed pro rata among the members of the associatior 

hese plans of operation were cumbersome, so they were general 
abandoned in favor of the simpler LV pe of operation as exemplhilic 
by the Federal savings and loan wssociation which represents 
combination of the best practices of local thrift and home financi 
institutions as required by the Congress when it authorized the 
ehartering. 

However, the basie concept of the building and loan association ha 

ced The Bssoci lion is still the facility through which pecpl 
means pool their savings in order to provide for the finanein 
homes of their fellow citizens. The benefit to the individu: 
saver from this arrangement is that he obtains the safety and earning 
available through a loan secured by a first mortgage on an America 
home lt is doubtful whethe many of the members of buildin 
and loan issoc millions would by able to obtain these advantages withou 
poolin err savings with those of other people 
case of the first association each member of the moden 
sa cooperator with the other members tn this undertakin 
| benefit of all members (As a part owner of the asse 
ation he receives a pro rata share of the earnings in th 
r the payment of operating expenses and provision fo 
tial losses In the event of dissolution vol Intarv o 
receives his pro rata share in the distribution 
lationship constitutes mutuality 
important difference between the method of meetu 
early associations and the modern association. TI 
espect is the result of experience and the requireme! 
Federal laws 
hui associat I f the et earnings each year Ww 
“mone i | ’ the members pro rata according to theur share 
When losses occurred, they were charged against all of tl 
ona pro rata basis 
association 3 rtiion of the earnings are retain 
purpose ol absorbing losses. TI 


retained for the protection of 


j 
] ; ; 
i 


itory requirements and = prude 


upon Lie ong experience olf building and loa 
ii 
f this more modern arrangement for absorbing loss 


and ‘quita bly with all the members of the association 
angement some members withdrew from an associ 
es cle veloped in) loans on which they had received th 


f earnings In such cases the remaining members we! 


an ine quitable sha of the losses 
sic difference between assessing the members of 


issociation fo! then pro rata share of losses ait 
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TES1 

r ses wil) cap fal fe-down So as to provide a cushion to ab 
putting the insurance program into effect in the thirties, it was 1 
to find that many institutions could not qualify for insurance with 
of the value of their shares in order to absorb recognized losses 

a reserve to meet contingent losses Obviously, institutions in t} 
in a@ weaker financial position than those mentioned in t} 
» of condition, we made a study of six associations of scatter 

Since the losses were recognized at the time insurat 

h were reali 
ate itself Hence, we may simply advise v: 
-down to the total assets of these institutions amount 


way of measuring the actual losses whic 


he real es 


80 1 Ny er earet ) ofa ef ’ r ry oO qu 
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ng institutions 
eparate liquidat 
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ent problem 
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Winttam H. Husranp. Ger 


Mr. Kreurz. We are in a period of high prices and prosperity and 
have been for a number of years. Obviously these associations must 


build adequate loss reserves, The total amount in the reserve account 
of insured building and loan associations at the end of 1950 was 6.9 
percent of their assets. It is apparent from this ratio that building 
and loan associations are not retaining an excessive portion of thei 
earnings for loss reserves. 

At the end of 1949 the total reserves of all insured associations wer 
6.9 percent of their assets. The insured institutions held nearly SU 
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percent of assets of all associations and were used for this estimate 
because the figures were readily available. Assuming that a tax such 
as has been proposed had been in effect during the previous 5-year 
period and assuming that the same dividends wo ild have been paid 
oO the members of these associations, there would have resulted a 
sharp diminution of reserves. For example, on the assumption of a 
38 percent tax rate in the period 1945 to 1949, these insured associa- 
tions would have had total reserves of only 5.4 percent on December 

1949, instead of 6.9 percent Assuming that such a tax had been 

effect for the previous 10 years, the reserves at the end of 1949 
would have been only tS percent. \loreover as an exam of what 


yuld happen Inde! higher tax rates, ‘ ] ll ‘ lations 


( 


yuld have had total reserves of only ; I m1 i asset at thre end 


949 instead ) percent had the 
rate for the ced r 10 vears 


We bel 


example, we will 
consistent with 
cies these assoc 
were actually ma 
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dend rat would 
th tax rate had 
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direct ; 
resulted in 
the recipient 
Anv such drast reduction in the rat 
members of ilding and loan asso« 
a drving up of the flow of thrift capil 
result would be 1 direct conflict w 
rts which are being developed by th 
departments. In addition, the dry 
thrift capital would pla ea greater 
Government by increasing the demand 
and building of housing 
‘t income tax will fall upon such associations more seve rely 
in do corporate neome taxes against | and corporations gener- 
Ly No other type Ot organization compal with savings and loan 
ssociations in the long-term charac ter of their investments and the 
eth of the pe riod which elapses before are realized Banks 
nd oth r corporations because of the nature of their investments and 
the earlier de velopm« nt of losses, are generally able to make allowances 
such losses before taxes Savings and loan associatu annot do 
s because of long-term character of their loans 
\s shown by the figures presented and the official reports, savings 
and loan associations already produce 49.2 percent tax revenu 
per million dollars of savings (deposits) than do insured commercial 
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The CHAIRMAN. Does that conclude your main statement? 

Mr. Kreutz. Yes, sir 

The CHarrMan. Mr. Reed? 

Mr. Reep. Mr. Kreutz, do many associations own buildings that 


ve space to rent » other tenants? 
Mir. Kreurz. No, sir; just a few Most of the buildings owned by 
ssociations are single-purpose buildings 
There Was a point mad this mornime about pb nes in Cl aco 
m not acquainted with all the facts | do know that the Be 
. nes and Loa \ssociation, which is a | y institution, and wi I 
own mairectiyv a tare building in order not to have that it 
the tax- yer pt . nas placed its ownersh pina epDarate 
on, the stock of which is wholly owned by the asso¢ 
revenue from that building operation is taxed 


Mir. Reep. It is not a general practice’ 
\lr. Kreutz. No. s 

Nii REED Wha he requirement of the Internal Revel ( 
reporting pavment by b iildineg ana loan associat 


| ‘ > } } 
Nii KREI rZ Bu dine ana loal associtions have been d 


nated against in that regard, Thev are required to report all divi- 
ends mn excess olf S1OO whereas banks are not required to repe 
terest unless it exceeds SOH00 | belt ve 
Some figures we had sometime ago showed t] aut son thing wrouna 

bU percent of all the dividends paid by b ulding and loan associat 

re ported by the associations to the Internal Revenu Bureau 

Mr. Reep. Just how do the activities of the build 

oclation compare th the actin ties of the commercial bank? 
Nii KREUTZ lL we ld preter, 1f vou do not mind. to have one « 
hese ventleme! who operates an association answer that Nii 


O'Malley of Wilkes-Barre has a $5 million association 
Mii O'M \LLEY I? \\ lkes Barre we accept SUvVvines har { hie 


neing of homes, thi elling of Government bonds vhereas cor 
} | 1 
lai banks handle s Ines account notes, bonds i tray aep; 
nt, travelers’ checks, safe deposit. boxes, and trust departmet 
4 > ri : I 
Vii REED Chant ou ery much 


Woes anv one ol KHOW about the sta of N \ } 


a } , OI 


\ir. Kreurz. No there is no tax whatever on buildir nd lo 


The Chairman. Mr. Jenkins 
\lr. JENKINS 


J 
i 
j 


there anv othe yvency that can take the pline ol a DULICdU and 


association? 


\Ir. Krevrz. Non no, s 

Mr. Jenkins. The fact that th and loan asso —_ 
Vhoin considerat e Tihancmily prove } hose who hac 
dea started fh n other word hev saw w \ comme an 
\ filled ] iD \\ rl il ip has een ft ( thre ret fies 

\Ir. Kreutz. The movement ew like re vthing else o 


Nh JENKINS In t] davs we talk a lot about nflation Ther 
by no better VAaV tor us to « ly inflat rT thar to encour! 


pl [ thet I T \ nto burlding Wha Loan UsSsoc ns? 
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Mr. Kreurz. That would be so; ves 

Mr. Jenkins. That would be as effective as anything we cou 
recommend 

Now I have just one other question, On the last page, page 
you say 


As shown by the figures presented and the official reports, savings and |] 
wssociatior ilready produce 49.2 percent more tax revenue per million dollar 
i leposits) than do insured commercial banks. 


How does that work, without going into too much detail? 

Mr. Kreurz. A building and loan association as such is a group 
partners who have banded tovethe r Their earnings are pooled il 
distributed among them They pay taxes on those earnings T) 
amount of taxes is based upon a 20-percent tax rate for the sn 
person, in which class we would place the building and loan mem) 
Figured at 20 pereent, the tax on the dividends distributed to t! 
building and loan associations in 1949 amounted to $5,000 per mill 
dollars of savings accounts or dé posits 

In contrast to that, the total amount of tax revenue produc 
through the operation of insured commercial banks—-and that inelud 

he corporate taxes which the banks pay; includes the taxes estimat: 
at oU percent on the dividends paid by the stockholders of the ban 
ind a 2O percent tax on the interest on deposits was 83.300 of tax 
per million dollars of dé posits 

Mir. Jenkins. Which paid the larger amount of money out, tl! 
savings banks of the country or the Federal savings and loan ass 
clations? Which is larger, the savings accounts of the banks or of tl 
associations? 

Mir. Krevurz. I do know that the insured commercial banks of t] 
country paid in dividends to their stockholders more than they paid 
interest to their depositors The amount per million dollars of di 
posits, of course, is much greater for the building and loan associatio1 


The amount of interest paid by the insured commercial banks of t! 


country in 1949 was $328 million, as contrasted to $268 million pa 
by the building and loan associations. But, of course, the buildi 
and loan associations are just a fraction of the size of the commer: 
banks 

Mir. Jenkins. I believe that is all, Mr. Chairman. 

The CaarrmMan. Is it not true that the faster the building and !o 
associations expand the more competition they can give the taxpayn 
banks? 

Mr. Krevrz. No, sir; I should say not. The matter is relatiy 
I should sav that size of an association does not place it in a bett 
competitive position. That is to say, a larger association is in | 
better competitive position, relatively speaking, than the smal 
association 

The CuatrrmMan. IL know: but. whether large or small, the two con 
in competition in the same activities, right across the street from ea 


other or as next-door neighbors. They are in competition for t! 
same business, and one pays the tax and the other does not, regard 
of size. Does not the one who pays no tax have an advantage ov 


the one who does pay a tax? 
Mr. Kreurz. If we had no building and loan associations in t! 
country, then there would be no competition at all. 











( 
ive 
i 
{ ‘ 
nes 
ao 
by 
‘ _ ' 





oO (| ( 
1 
ass) 

| , 
he mo 
seats. I 
hin } 
+} 
) } 
* at , 
) 
! 
1A { 
Lil tl 
threat I 
\ Mi 
} 
rhe 
Vs 
The i) 
HAIRMA 
» +h 
1 j 
, { 
ou Ol 
ria 
yiiie \\ 
} ‘ 
sms 
ys) 
| ) 
i We 
' , 
4) | HSS 
} 
ovreti 
loft } 
\ M 
' 
7 
} 3 
1) 
Ls 
th thy 
urn 
or anol 
s the « 
i somet 


) 
i 
1) 
‘ 
\\ 
2 
0) 
i 
‘) 


( mpet 
DOSILLLIO 
Dail 
DUnKS 
y! thy 
wppen 
COLLp 
‘> | Isiti¢ 
Oura 
cryin 
ILLITE! it 
id 0 
thy, 
} 
tills 
7 Olle 
{ 
wna ii 
Or Stith 
I tinh 
’ | ; 
’ ‘) 
} 
} , 

} it I 
our are 
f i 

| 
Sui i 
nto tl 
i | tit? 
etal } 
v} ; 
' 
) tiie ii 
\\ We 


} 
rhyt 
i) 
ryt 
i 
Ty 
for 
( 


zi ‘ 
Len \ 
i} 
iit 
ati Pru 
TT We 
> ] 
Bu 
3s pa 
2) iti 
, 
I 
» te 
i] } 
} 
Vi Os 
rDpol 
We a 
Ss I i 
LaXxes 
f busi 
at tro 
reo 
~ ( 
Poul 
Now 
5 ¢ 
ds wl 


S63 


ich O 
LUTION 
no butlid 
on of tha 
issetls at 
y We 
he bar 
oOciy ) 
r) } 
i ) I 
1 ou 1 
wi orf n 
—_ 
1 
, 
f } | 
0 } 
nh tavol ) 
or personnu 
Cl smal 
! VW hy, 
oO | r¢ 
Pron } 
\\ 
ft ‘> i? 
' 
" not do 
' ' 
( 
\ > hay 
LIiAS 
‘ ' 
re Oot 
{ { 
( 
‘ oO 
qoiit) iss) 
Manaves 2 
ned out 
istee, then 
s of thos 











S64 REVENUE REVISION OF 1951 


Mr. Krevurz. The profits are distributed, si 
The CuarrmMan. They are not all distributed 
Mr. Kreutz. They are all distributed except the amounts which a 
necessary to take care of expenses and losses 
The CHarrmMan. That is true, but if they make profits, whet! 
they hold them or whether they distribute them, why should they 1 
pay taxes like others in exactly the same kind of Lransactions, exact 
the same kind of business? That ts what I cannot understar 
Now. nol xiv here wants to put the building and loa associations oO 
of business, but | do not see why they should have a competit 
vival i d not be taxed bv the Government. especially in t! 
emergency when other institutions with whom they compet 
isked to pav increased taxes 
Ni I We think they do par the ta lo building 
loan asso tion is an association owns bv a group of people w 
| tl prouts made by the coop it undertaking and they ) 
tl yon wh thev receive: thev pav the tax on th et profits. | 
I} ( { When they Tand whet 
\Ir. K Yes 
The ¢ IRMAN What if thev do not cre | tr Suppose they 
0 ot 1 ~ ito! wh Deco! of profits and the money tl 
if h _ i ol P It _ | left there > 11 not. 
Nh ly / Chev will withdraw their shar of the distrmbut 
Chey do not sacrifice their share of the distributed earnir 
The ¢ N. | understand with respect to distributed earnin 
pel o the profit that has not be« distributed? Tl 
» mM more than they put in, no matter how much | 
bee! mulated. That would be part of their profit. Thev do 
I has not been distributed | ms in re I Dut tl 
not t all, and there has been no tax paid o1 
\I ly As I stated, the insured associations of the co 
nd of 1949 had reserves of 6.9 percent of their assets. Tho 
! rea m to the me l © buildin reserves th accoradat 
wit! cit made by the Fed | Savings and oan Insura 
( ( . out } he | ot th C‘orpo ) Oo whi 
ne rot CXCeSSI) | if We voul ( Soe 
}, eserves 
) ( he b ) ) libye 3 s: do they 
e this mo that an officer o ivings | 
New » salar of S6O_.000 a en | i} (io 
I ! : ‘ oO hich Yi tuxes were not p 1 out ot 
innings of the corporation oO wl h he is the head 
Mr. K 2. Generally speaking, these associations p ry 
I ely pent I 
he ¢ N rh have te mpete ont market lor empio 
Ihe oO have to pa isn h as oth people therwise tl 
™ I no Lal 
\I ly \s far as el il help is conecernes . Bu 
) Ol tudies that ( officers of associations b 
eW ow the stand rroupd the cou \I 
| he work they are in. That is the of | 
Phe ( VN. Other taxpavers are necessart oing to have tl 
‘ nad thes iX-Iree Organizations, as ta her p 
trib lol e concernes no matter ho should 
| | 
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a tax has to be impose 


\ir. Curtis. Now, it occurs to me if 
this particular type of business probably the recommendations ot 
irv of the Treasury oucht to be carefully looked into 


Secret 7 I 
tax the undistributed reserves of a building and loan associatior 
building and loan association which opel 


we be favoring that 
puts itself in a position to render the ut 


ely and 
the community if hard times come and prices of real 


No Sir; you would be penauzing that associat 
is. In other words, if the Congress finds that a 
thinking W would be rewa 


it that 


ii 


following this line of 
that paid evervthing o 


and loan association 
Their tax would be 
That 


ron the othe 


is right 


' 
its pDeOoD 


have listed in the tabl 
i (re those all the asso: 
» vour National Savings and Loan Lea 
» all the associations in Nebraska 
$131 million but 
s 71.800 


is aro ind s] 


paper that 
million deposited in building and loan 
lerived there | entualh paid n the I 


$5,000 is that corr 


Hlow do vou ac 

ng higher than the 

\ building and loan association has most of its ass 
it Is in excess Of SU percent invested in mo 
The average return on those mort 
maybe a little less than 
to distribut 
r members dividends at an average rate of 2.52 percent or $25 
for each $1 million of savings, and we applied a 20 percent 
members and arrived at the $5,006 


The 
‘to other members 
around 5 percent today. 


lt of that return, thev were able, in 1949, 


li i) 


rate aga 
that income in the bands of the 
ng the amount which is produced in the insured comn 


In comput 
| bank system of the country, we took the amount of taxes paid 


Cli 
the banks, we added to that a 30 percent tax on the dividends 
tributed to the stockholders of those banks. 

Mr. Curtis. You just assumed that the average bank stockho 


would be in the higher-income bracket? 
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Mir. Kreutz. Yes, sir, and then we applied a 2U percent tax rate 
igainst the interest paid on cle posits by banks We took the tota 


If those and divided them by the total deposits ol the banks and we 


ame out with the S54 .500 firure. 
As to why ther: should be that difference I do not Know, Tl Ost 


the figures from the official reports of the Governme1 


Mr. Curtis. Do you have any information to give to the committe 
h would giv: is an idea to what extent bu lding and loan asso i- 
ms have inco other than from their lending of mon 
ile anda tha Grove ( | honds? 
Nii KR! Yi sir, that S very eas\ { > practically n 
it Il tl ( i tl if .otint ) morte ‘ 
} tie i¢ ii nen = ane ) C10 I 
hich th : lv as a pa 
( pliance W t| ItTLLO! liquid V req ements 
Mr. ( No ry high percentage of b 
) twions \ i! ( adepartm I s \\ ! lis 
3? Do tl ' l-es dep her « 
s tha ( producing? 
\I KREI No You ~ on meon ! 
estate or ins ness also is helping to na building 
n association b nsurane ! Lie il-esta Dusines s S 
n business Phe ssociation cannot operate a real-estate and in 
irance business as an association As a matter of fact i it had not 
Ol the itis ! nd reai-estat DUS ss OL son ol the pe pl 
»> Started th ( Ons mh I iped to o { Le] Vo ] 
have bee! >) I » build them 
\I ( i S LTL\ Ir qaerai req a I Ol { ( 
‘ fron »] ac ite iral ado 
\I KR) Yes So far as the Fe 0 0 Oo 
ti 
\Ir. Curtis. No Y ys; [ me he Fee Govern! 
! IT lit 
\] KREI NO I | KRHOW Ol} ho ! B | ) t 
( rf bee ons whicl inno ) 
\I ( s. Do ) ow what the Sta i n ti 3] 
KARI ( w of any St her 
a buildu ! I} oclatlo nav el a 
nee DUS = 
\Ir. Curtis. Or any other income-producing busines 
Ir. Kreutz. No nor engaged in any other business that pro 


es income 
The CuarrmMan. Mr. Mason 
Nii \ILASON With respect. to thi comparison that was made on 


I 

e 4 between what is paid by the banks and what is paid by building 
nd joan associations, your $5 illustration and vour $3.30 illustration 
arison is belwe n the total savings deposits in the building 
oan association and the total di posits in the commer al banks 
ly a part ol which are savings and in their deposits mn the State 
mmercial banks they have checking accounts and they have certain 
ther things which enter into it, and those two comparisons are not 
juitable, they do not jibe with each other. If you compare the sav- 


ees deposits of building and loan associations and then the total de- 
osits of commercial banks, not the savings deposits in the commer- 
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entirely th 


you are going to have a different pictur 


savings deposits in the one with the Savings dk posits 


al banks then 
vou compart 
e other. You will find that the savings deposits in the commer: 
at least as much, and probably more than the savings d 
You cannot compare 


ts in commercial bar ks W th the Savings at 


building and loan association 


posits Ina Du 


nssociation 


It is verv diffic 


2 port on of the « irniil 


to one department or irom t hae reports that n 
However we did attempt oO breal dow! the demand ¢ 


t the time ( { banks and thy atio, as 


7 fe ’ vit ; ; ? ol 
~ io Dercen 0 ‘ oth 


s about | 
emand deposit and then we attempted 
x paid by the that sami 
iT khold rs of 


f} 


of those 


name and 


nogvrapher al 


STATEMENT OF WILLIAM E. WEBB, JR., VICE PRESIDENT, NORTH 
CAROLINA ASSOCIATION OF INSURANCE AGENTS, REPRESENT 
ING STATE ASSOCIATIONS OF INSURANCE AGENTS 


Ke Webb lt | Am a lov i! 


| Hm wppearing’ on hye half ol 


rance Agents and similar on 

) the! ‘ epresenting approximat ly Lo 

A complet list of the State associations Is attacl 
tting forth the me mbership of each 

might say that Mr. Webb 

lle, N. C., in the district [I repress 


in the isiness for quite a while 


I 


Ss home 


ter and outstanding business integrity 


Thank vou verv much, Mr. Chairman 


Ppnercent oft thr ene its sel mitt inl In) 


lo 1! rane Ni rl they are 











S72 REVENUE REVISION OF 1951 
‘mutual’ in that the premiums of many pay the losses of the few 
It is only incidental that in the case of stock companies the original or 
subsequently issued capital is subscribed by shareholders while th 
original capital of mutual insurers is subseribed by members. Sub 
sequent accretions to assets in both cases inure to the benefit an 
profit of the suppliers of the capital as well as to the policyholders 
The capital and reserves of both types of companies are the lega 
property of the company, in the assets of which, in the one case, the 
individual shareholders of the moment and, in the other case, th 
individual polievholder of the moment, have a right in respect o 
but not a right to The assets in both eases are liable for the debt 
the ‘ompany and are disposable in the discretion of the directo 
agers and not of any individual shareholder or policyhold 

as in the ease of a stock company, the surplus of a mutua 
distributable to someone 1 the ( rporation should clissoly 

But for Federal tax purposes the corporation ts a taxab! 
it exists, and should be required to account taxwis 
rofits irrespective of when or how such profits are subsequently 

ted to the participants in the corporate venture 

The income-tax laws impose tax upon the taxpayer which earns th: 
profits If mutual corporations so conduct their business that the 
t te earnings back Lo policyholders as dividends, then unde! 
corporate tax laws they should not be entitled to deduct suc! 


; 


tions from profits for tax purposes. Our courts have reiter 

after time. that a taxpaver is free to conduct its busines 

but in so doing mecurs the tax liability which roes Wit! 

business Taxpave rs, whether stock or mutual or other 

| not be entitled to cloak their activities under the guise o! 

cations not for profit,” in order to gain tax exemption or mot 
tax treatment at the expense of other taxpavers 


en for the mutual fire an asualtv imsurances ‘orporatLlor 


l 
that they should be Virtual i iree f “MLS they ith ¢ Te 


cost This line of argument is allacious | 


that averaging of losses can be effect 


individual risks The combination of cor 
c and broadens the intermingling of such individ 
TISKS, 3 that bare cost of ea h individual risk cannot be det 
mined 
When a company writes ever) conceivable tvpe of coverage, trot 
boiler expiosion to personal accident from tire to fidelity bonds iil 
intermingles the results of this underwriting and of these vartous ar 
sundry cash transactions, it cannot be argued that, as to any sing 
risk. the insurance is written “‘at bare cost.” The term “bare cost 
in the case of anv imsurer can be ascertained only with respect to 
total business over a fixed period of time; and an insurer can on 
arrive at sue h a cone lusion by totaling the losses and expenses Ove! 
fixed period of time and calculating the net earned premium incon 
for the period and setting the one against the other Lf they are equa 
then on the average the premiums were precisely estimated. 
would be putting coincidence to too great a test to expect any suc! 


i 
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cree of precision 


n each and every branch of the 
rether it be fire, 


automobile, marine, casualty, or surety. ‘There is 
sufficient actuarial science in the field of fire and casualty insur 
e upon which to pre dict with accuracy the losses that mav be ex 


plays a very Important part 1n the 
Unusual events such 


business written 


enced Judeme! | make Ip 
as the removal of eas 
send losses sky hi 


restrictions 
the last war can eh in automobile collisior 
such circumstances to antici bare cost 
onsideration of the t element in insurance contr: lik 
rms the IM possil { | 


It is impossibl: T) 


ascertaining the bare cost 

every day vear and losses occur daily 
any av of the vear 
from 1 to 5 vears 

ve cancellatior th different return pren 
whether i] sure or the 


. 1} 
Irving ! I 1ally 


company cancels 
even mort tuation is brought to 


oram il: ( ! atIoOn decides to entel 


ne or hole I! ( lo 


] + 
LiGTtit 


al 
c do sO means rect 
nical home office and field staff new equipment and ge 
Vy incurring Val expenses nl means ASsumMmINn’e all 
ness risks of a new \ 


The automo ) 
policy holds ! 


the 


rement now decides to 
icvholder, t plate-gl 


enture Wi manag 


ass Policy 


Sf contribute venture, 


no eft ct except 


OVe'T which hye 


] } 
tO aha iro 
with nonme 
Huny, will 


mted to pohievholders Ol held 
other business p Irpost 8 All Oot ft 


‘return premium” represent 


dusiness Venture 


rei vearly surpl is 1)\ 2 complicated ope 
nsurance bi > alike whether Ol 
ers. If there is a surplus arising from this complicated | 
1 exactly the same way by each type of insurer 

tutual, and thi rh exactly the same set I 


it is done hy stock 


7 
’ 
se8 1] 


both SLO 


one case to stoe kholders wna 
Lo po evholders does not in anv way alter thre esse! 
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eation To view it otherwise is to place the emphasis ol 
ability on the manner of distributing the profit rather than 
manner in which it was created which, under the tax law, is the pro; 
test kor these reasons, both the mutual fire and casualty insurar 
corporations and the capital stock fire and casualty conipanies sho 


be taxed undet the same tax fo! 


; 


s review at this point he two tax formulas apply 


of advantage they extend to the mutual cor 


companies | taxed o1 vestment incom 
banking profits —and unde ting profits at the sa 
corporations 
id casualty in 
taxes on Investment om ! ing’ profit 
vross mcome Le luding renits, a ( I and 
lends—whichi 
tax lability 
mutual corporation’s tax | comes depend 
ncome and not pon | < a prot The st 


iX NAV Vary l I it Of its underwrtit 


e enjoyed by the mut 
dy which is summarized 
business volume the und 


profits and Fed rut income ta 
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profits in each of the 6 years. The period was characterized by hea 
ionary claims and excessive withdrawals of surplus du 
statutory requirements in setting up unearned premium reser 
These resulted in greatly curtailed earnings for both the stock 
mutual companies. Therefore, tax payments of the stock compat 
were at their lowest, while tax payments of the mutual corporat 
through the operation of the tax on gross income, necessarily rema 


onstant, and did not reflect the downturn in profit 


} ] 


Despite the abnormal vears experienced by stock fire and casua 


companies during the 7 vears that the 1942 tax provisions have b 
tock fire and stock casualty companies paid m« 
Federal income tax per earned premium dollar than did the mu 


fire and casualty insurance corporations. While stock fire compat 


paid an annual average of 2.45 percent of their earned premiums 
ome taxes, the 1D 
ivel ol | percent of th 


tual ti orporations paic an anil 


reir earned premiums i Federal inco 


Stock casualty companies, on th othe hand, paid an ave 
ch f 2.29 percent of their earned premiums in Federal inco 
X ompared to 0.98 of 1 percent paid by their mut ial competito 
( mparison of what appear to be! rmal vears reveals a more Sstartl 
aispi { Kor instance, in 1949 stock fire compan s paid 5 79 per 
of the arned premiums in Federal income taxes while the mut 
corporations paid only 1.24 percent 
Although premiums earned may serve as a basis for compartsor 
rwriting results and for tax burdens based thereon, the 
en ! it these items oO not necessarily measu Line tax advant 
surance corporations under the Federal income 
Al mecome tax : ed against a corporations ¢ 
not against its busin volume Mutual corporat 
) Dette ( eae t| efore th r true Lt) 
ral mecome taxes tter reflected by a compariso 
1) hem 1 { ins Oo Labi ld \ l thal 
profit Although X measurem ! 
ned establishes 1 Sur corpo! ) sh 
i\ ilagwe, the ol me arnings shows 
( n ther ( ol in n ax 
Wher ome tax payments are ! ated to the total of haerw 
{ profits or mcon becomes readilv appare 
! companies is iN i ompa pa iar! 
r dollar of earnings than do the mutual corporatior 
ror tl (-Vveal period irveyed, stock fire companies paid an ave 


oO} o.S percent ol then protits ae I deral mMncome taxes while 


| competitors paid only 3.6 percent The only vear in the 7 
studied in which the fire business was close to normal Wis 

1949 In that vear stock fire companies paid 19.8 perce! 

their profits in Federal income taxes while the mutual fire compa 


paid only 3 percent 

Stock casualty companies paid 21.5 percent of their profits in I 
eral income taxes during the vears 1943 to 1949, while their mut 
competitors paid only 5.7 percent. During the years which might 
classed as representative of normal operations, the stock casu: 
companies paid about 24 percent of their income in income taxes a 


the mutuals about 5 percent 
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Thus, on a comparison of tar 


LCS paid pel dollar oO] profit SLOCK | re 
as much In) Federal incom taxes as did the 
A similar ratio prevails for the «t 


! 
| SLOCK 


mmpanies paid four times 
itual fire 


Corporations 


ial casualty COMM panies This Indicate that On the basis of 7 
ars’ experience qluring Which thre SLO k companies s {fey dl SCV ETS 
verses the pre i Cs OFL Inu ai Insurnane Corp ms would 
ve to be quad pled » produce nv degree o ix eq f As thi 

nice bus ‘ hes normality again, this ( ome 
iter, specially n tl case of fire Compal 

The hvures prey rusly riven show ne th relat on o ( ( 

taX DavVment mad ) mutual COrporactions and LO ra f 
porations tt sumed that thie muty X I aen Ihe a 
quivalent to tl he sto ompal nderw y 

nvVvestimye ) 

It has ren ) Hown th mn ial f ) ) ‘ Oo p 

f thei fits Beg neome taxe he 7-vear 
od 194 oO 19 whereas the sto f ympanies paid 
\ ) r () | ~ \ ‘ j vo ( ? } 

Ipp n - percent of i I { 
Le O68 O00 } } ad proc ‘ ( | } ) SIS.46H4 000 
lhe S pers ) DO > ih wn) rs 
‘ ‘ ] - _ 
Viutua TIS é eric ‘pe 
of th ( \ profits Ked 
m ( hil hye com ( 5 
. 5 mn ' | tn . ; } ‘ 
i 7; 419 ‘ \ i? GANS Mie } 
} ~ 4 ; {) vo ‘ ! ( ) ( ‘ 
1) 13) 5 ‘ 

1) ‘ 

mp ; ) mn n “ft OU) ) 
Fede 7 |) ) ods « , 


S , ( , 
‘ ed SOF ho I ) th 
aT Dv} , fit } rny 
ms pay on SS DASIS at a . ( 
he principle of ition Measured by yn, fits sho pply to all 
orate taxpayers, including mutuals. There should be no hvbud 
itory sche Kation blir selected class of competing 
Pavers to ly isabyly lave ( OVE] } othe ~ as o “ ri 
ld be an | to conform to section 204 of the Internal Revenu, 
vith appropr Menadments ther \ tit iat 
the case oO Vic as pald to shareho i to 
Vholders ay deductibl 
» this and vo lL help lighten the ir { borne by 
nt taxpay vou will eatly « mtrib ‘ le les OT the 
sury We must ll income before wi ixes of 
nt taxpaver | rwise we may ay fac t 





many to work ee 
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STATEMENT OF ALLAN B. KLINE, PRESIDENT, AMERICAN FARM 
BUREAU FEDERATION, CHICAGO, ILL 
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of the American way we have left at the end of the period, this 
definite period, of defense, which we how face. 

We are not unaware of the fact that incentives can be discoura 
by taxes, that taxes could be used as quite an effective means for 
elimination of a freedom-of-choice system based upon opportu 
and on the proposition that those who use the opprotunity best 
‘xpect rewards, in other words, an incentive system. And in 
presentation, these matters are presented. 

[In addition, we know that taxes are presented here as a matter of 
control of inflation, as a matter of the protection of the freedon 
hoice in the American economy, and the extraordinary dynamism 
expansiveness of that economy 

It is quite impossible, then, to disassociate a discussion of 
from the proposition of economy in Government, tn all the are 
Government, and from a careful and well considered national pros 

ter of monetary policy, because we are obviously conce 
proposition ol the eT ral price level and ol the cont: 


noted, over on page t of the statement that ther 
avy inflationary pressures in a period of this sort and 
the pressures are very heavy at this time. We sta 
a considerable inflation resulting from the Second W* 
little unemployment, with the plant in full use, w 
firm demand for the products of the plant, and then we come 
with these rather extraordinary increases in budgetary requireny 
We are faced with the necessity of recognizing the fact that this 
s going to be paid one way or another, paid either with inflatio 


pata with taxes But we know also that the bill could be paid 


ty 


we could still have a very considerable inflation, and therefor 


we must concern ourselves with over-all monetary policy with eft 
Government, the elimination of unnecessary governmenta 
nondefense expenditi res to the bone, insistin 
defense expenditures. These are particularly impor 
e are successful diplomatically in the avoidance « 
d war, this period will last indefinitely. We hope ws 
to Outlast our opposition 
ave one change, on page 5 of this statement, where it 
vyross Inismanagement ol the publie debt ws The words 
sinister implication, and it is not our intention to su 
wish there to substitute ‘“‘and finally, bv serious misdire 
anagement ol the public debt as a result of the Treas 
insistence that interest rates be kept low 
We make the point in this memorandum that we have curren 
clean-cut case of monetary inflation, that this cash budget has 
balanced since Korea; and we note the things which have built 
the present inflationary situation 
We also note the fact that price and wage controls are not dir 
toward the root of inflation, but are for the purpose, of if not fo 
purpose at least serve the purpose, of covering up inflation; and 
the most serious inflation could take place back of the facade of 
and wage controls. After all, inflation is concerned with the us 
money. This other procecure goes in the direction of the us 
coupons. And in the direction, furthermore, of per capita dist: 
tion of goods and services, which is certainly not the basis on w 
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{merica has had the leadership of the world in producing and distrib- 
iting goods during the last 50 years. In fact, it is quite the opposite, 

There are listed on page 6 of the statement several points with 
regard to what is necessary to control inflation. One is to increase 
production. It is obviously necessary for that purpose. It is 


also 


ecessary to keep up our domestic standard of living and support the 


efense effort, while we reduce Government expenditure the 


cessary minimum, continue to emphasize measu 
edit, encourage increased private saving, continue te 
if Government bonds individuals and nonbank 
recognize the respo1 


] 


Itv of the Federal Reserve 
nanagement of the publi debt In this period ol threatening 
lation, especially pure and sale of Crovernment oblications mm | 


directed toward a sa actory supply of money rather than direct 
t solely toward the maintenance ol a price for Government 
in infla n control and is covered briefl In) 


nt. 
nd then finally, course, we come to the propositi ' 
ost pertinent he That is that we think that all other thines would 
fail unless at this tune we stepped up to the counter and paid the bill 
We just have to pay as wi vo in this present Situation 
Again I say: We know that this is an unhappy situation All of ow 
nembers are taxpavers We are pre pared to assist 
nembers of the (merican Farm Bureau Kedera lon 
blic, including Is ecognize the absolute 
| and not ac ting the idea that some body 
suite Lmpossib! Kverybody has to pay 
We know that ers al hneome taxes are } 
| support an rease of $4 billion in that 
Wi sucevest ; ey ok at the capitai-ga 
so suggested ; nerease from 6 to 12 months 
Fvains to be treated as capital gains 
(vain, we are not ta yperts, ut e do bel 
income has t nter in on the most 
ognize that capit i[has to come either Irom 
ces, and we pret { encourage 
On the othe hand, we think this thing req 
We call attention t » the fact that two circuit courts have rul 
s of livestock held for dairy, breeding, or draft purposes do 
Ls “capital rails wna that the Trt rnal Reve nue ey partment 


eS not recornize t as such Wi suggest that in the event t 


its CcomMmIn 


il 


eciIsions are not followed the committee resolve thre question 


i 

slation 
With regard to taxation of cooperatives and other corporations, 

have made a vi ry concise and full presentation to this committe 

the 23d of F ruary 1950 There is no material change 
osition, and the record will show what thi position is with 

» that 

We are prepared, in the present status, to support ar 
orporation taxes from 47 to 55 percent 

We do not believe that Federal sales taxes, Ovel 
re appropriate to this situation. We would prefer to reduce 
ncome-tax exemptions trom S600 to S500 
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that « ise taxes are appropriate to this situation 
rht to be dire 


! ted ( specially toward the kind 
strategic materials 


il 
s of commo 
and also to take into considerat 
and in some areas. We think it would be 
utomobile, a relatively hich tax, rathet than to pay 
sa black-market price to the fellow who drove it 
wo ild rather ret ton balance between the number! 
! what people are willine to pay for them by pay 


Wiser to p 


nro 


ral Gove rnment 


that this isn’t altogether e : e, and that mo 
piece nehninery that t] 
back again to the proposition that all these tay 


Sam matte! of choices betwee 


automobile actually a 


and that 


altern: 


We come t f at we havi 


) and that Is vomng to take a whale of a ot ol 


indamental proposition th 


, and th 
in thre Inost eq litabl way We poss | i An 


ell that we are om to have to pay ir share on 


mst pout 
provide that t 
ry should b 


we recommend an amen 


) pereent on the sellir 
applied across the board to publi 
ems the same us rsvstems We do | 
recomme a change in estate and eift taxes We think income fro: 
same as other income, that all 

ana that it ht to | \\ 


owned | t! ni | 


bonds should be taxed th of them oug! 


Ornea Ot] ‘s 


most Oasis nossibl 


commiutt the ma 
vances ari l . { armer to 
easonable il | rt le nllowan 


man to vet back 
Cmervencey especial \ 
hy he has a very Consider! 
that this relates t 
enterprises 


] | 
hOOW 


~ that there 
bill has to 


Wwe make a tant 


im a Ve 

n ‘ { c instead of a whok retrigerat 

ed up the labor, we have used u rial, and we | 
We can Ist t in the kitchen 


ro the way of inflation we buv ourselves 
tensions of Groovernment 
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ves IANCQd I 
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place where we pay our fair and equitable share. We believe in t] 
income tax 

Mr. Currts. I think that the average farmer has many argument 
in favor of it lor instance, right now, with the shortage of boxcar: 
the difficulty of moving grain and other products, it is entire 
possible that a farmer might, if he is on a cash basis, have 2 year 
income in only l vear, for the mere reason that he is unable to mark: 
his products. Is that right? Not the entire amount, but it coul 
be a sizable item 

Mir. Kuine. Yes. It is things like that which have led us to mak 
this reco imendation, and it is certainly not made with any idea 
evading taxes but of having a more equitable incidence of taxes 

Mr. Curtis. But it would bring more revenue to the Treasu: 
vears of lower income, wouldn't it? 

Mir. Kune. Oh, ves 

Mir. Curtis. That is all 

The CuarrmMan. Mr. Mason? 

Mr. Mason. Mr. Kline, | want to compliment vou very, vet 
much on vour grasp of the tax problems that are before this committe: 
l want to confess that if I felt that I had half the grasp of the fu 
problem of taxation that vou have indicated in vour Statement an: 
your extemporaneous statements | would feel a great deal bett 
qual d to tackle the problem that this committee has to tackle 

In mv ollice I sav, ‘“‘Well, now, that is as good as I would hay 
done.” That is the acme of compliment to Inv secretary And s 
| Suv to Vou, ~ That is be tter than | could have done 

Mir. Kune. | think the Congressman is too modest 

The CuarrmMan. Mr. Martin? 

Mir. MARTIN l want this vear avain to cna 

on tl the fact that vou are an lowan, und we are exceed ney })! 

State of lowa As Mr. Mason has now discovered, v 
erable grasp of economics and taxation, and partt 


_ 
Ih the committee s 3 


] ] ‘ ! 
economics and | Snot anv accident tha you no 


now hold president of the (American Farm Bure 


Want to compliment vou on our statement al 
ead very carefully | think it is a real contributior 

to our proceedings here 

Mr. Kur Thank vou, Mr. Martin 

The Chat NX. Mr. Jenkins? 

Nit J N INS On page 9 \Ir Kline where Vou aiscttss cooperative 
I take it vou take the same position that vou have held before 

Mr. Kurne. There is no change in our position, or if there were 
would be very minor | understand that this committee is taking u 
cooperative producers at a somewhat later date Sut so far as tl 
record is concerned, we are perfectly happy to have vou read t! 
record of February 23, 1950 

Mr. Jenkins. I have read what you say on page 9, and | thoug 
this rather epitomizes the position you had before 

Mr. Kune. That is right 

The CuatrrmMan. Are there any further questions? 

We thank you for your appearance and the information you hay 
given the committee, Mr. Kline. It was a very interesting statement 

Mr. Kurne. Thank vou. 

The prepared statement of Mr. Kline follows:) 
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a drastic reduction in Federal spending. This was express 
ollows in the resolution adopts don March 1, 1950, at our memb 
rin Washineton, D.C 


resolution We lial not toreses the Kore an | 
all-out 1 pareahess program We bel 


have increased rather than decreased 


vege . ; 
every possible dollar of nondefense Fed 


and Means Commit 


the Way 


has act 1 or the ) ie LOl 


0) billions, as it unquestionably shou 


s which has already been made, p 
more than has been estimated, th 


cether likely that add onal ta 


wirman of the Joint Committee on Reductior 
eral Expenditures, has drawn a blueprint for red 
by more than 9 billion dollars, and our associa 

that this should be done 

in any sense unreasonable for the Ame 
al Government to set the example i) 
asked to do If the people must pav higher 

their seal of living, then the Federal Gov 
d to reduce its lavish seale of living 
on out of the budget would not in anv way inter! 
(Tor but it would kill a lot of socialism. a lo 

na would release tens ol thousands of Federal pet 
nse work, thus making a major contribution tow 
manpower shortage which we are told is about 

velop 

The CuarrMan. Is there any question? 

We than vou Nii Thompson for youl appearance and the i! 
mation vou have given the committee 

\Ir TH MPSON Thank you 

The Cuatreman. Mr. Clarence D. Lavlin, of Columbus, Ohio, rep 


of State Chambers of Commerce, is the mn 


Lavlin 
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TATEMENT OF CLARENCE D. LAYLIN, COLUMBUS, OHIO, REPRE- 
SENTING COUNCIL OF STATE CHAMBERS OF COMMERCE AND 


THE OHIO CHAMBER OF COMMERCE 
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this committee that the task immediately at hand is the pro 
raising ot revenue 

I shall not undertake Lo develop the reasons for all those but 
few of them 
We would not imerease corporation 
s of such taxes as applied to 


eused 


taxes aul this Lilhe, be aust 
norma profi s have been 
and their payment has been accelerated, within th 
few months, with the result that the 
ol 


! 


Government will be 


taking 
he taxable net incomes of the corp rations the hy oly : 


L percen 
n the history of the Nation, without regard to the excess profits 
“ven on current dollar levels of corporate profits many small 

um-income corporations will 
the formation of capital required for then 
rowth which should normally occur if we are to win the batt 
n and curb inflation. ‘To increase the rate of taxa 
prohlits bevond the peak on wh ( h they how stand 

Innecessary and Very quest onable 
would 
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\ simple solution of 
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ipon spending, and 
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the problem of how to 


aXxation Wo ld be to 
on all commodities 
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concerning the method The 
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As an alternative to the Treasury’s proposal we suggest considera- 
on of a defense tax at a uniform rate, based upon the amount of the 
litv under 


neome tax base of the individual, remaining after tax liab l 


rmal and surtax rates is subtracted 
Each 1 percent of such a tax would r: 
the lowest two br: 

ical « quival nt of a 4-percent increase in each surtax 


Lise approximat ly $700.000.000. 


LS, a 5-per ent tax on this base wo ild De thr 
bracket If 


as the Treasur \ 


neo bras 


t rate by 4 percent, 
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vou. You have to consider not only ways and means to raise a 
amount of new revenue, but also how to do so with the least ady 
pon the economy which must sustain the defense effort. 
revenue will be needed, as the Constitution has it, ‘to pav the d 
ind provide for the common defense and general welfar 


oO} 
| nited State s”’ 


‘the manner in which it is raised will determine whet 
the common defense against the enemy of inflation and 
fare of our productive economy are promoted. We o 
vely simple solution, not | use it Is ¢ v. for vou | 
but because we believe it to be best caleulated, i 
es, to resist the inflationary pressures and to do the | 
uureconomy. It isa solution that distributes the felt bur 
sed detense taxation amon the people renerally: and tl 
sasit should be. That ts ummeasurably better than tay 
v as to add fuel to t! fires of inflation. thereby subject 
the eruelest of all exactions 
aw. Mer. Jenk 
| want to compliment vou, Mr. Lavlin, on 
of this article vou have submitted to. and | am 
d not have time to vo into it in more detail. Withal 
nany suggestions here which | think are very import 
nt not only the Ohio Chamber of Comm: 


s of ¢ rece of many other States 


l Yes Sir, im Che eneral position that | have tries 
think | do 

! want to sav, Mr. Chairman, that without quest 

] . 


fered in Ohio th topmost tax authority 
clad that 


Is Cons 


you tor your appeal 
Thank vou very much, Mr. Chairman 
The next and last witness is Mr. J. Wilham H: 
pe rdgeport, Conn., representi 


+ ‘ } - 
Conn 


Nii Pie ri your | name and addres Lo the 


raphy til Lhe cay it \ hich vou appear 


STATEMENT OF J. WILLIAM HOPE, BRIDGEPORT, CONN., APPEA 
ING ON BEHALF OF THE COUNCIL OF STATE CHAMBERS (| 
COMMERCE AND THE CONNECTICUT CHAMBER OF COMMER( 


Mr. Horr. I am J. William Hope, of Bridgeport, Conn., a part 
1 t tified public accountant firm of J. William Hope & Co 


wan. About how much time will vou require, Mr. H: 


\ly paper is 15 minutes long, and if vou want me 
down to 3 or 4 or 5 minutes 


iRMAN. If you can keep it within 15 minutes, go ri 
ahead | am sure you will have something interesting to offer 
You ia proceed 
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\r. Horr. Allright. Thank you 

{mong many other activities 1 am a member of the board of di- 
tors of both the Bridgeport and Connecticut Chambers of Com 
ee and the chairman of the tax committee of the Connecticut 


Lal 









iT} her This Dade! ets out what oul C‘onne ticul chambet 
lt follows what Vii Lavlin has already stated, With sole 
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point out im this paper, Oo 
economy to inerea the income taxes on eithe! corporatlol 
viduals unless 1 became an absolute mecessity | tried to 
to the idea that sur Dlanning must recognize hat a most impo 
sideration in fixing the tax program should be the p vatio 
vestments which s ipply the means of a so economy U 
continue to provide full employment. 
nope that 1t will be recognized that we do not Wal 0a 
ething that we now 1s cood in order to rccomplish 3 } med 
pose, ana find out later that we have probab \ rh ¢ 
this fioht lost th battle 
| particularly want to draw youl ention to th 
t of this papel that in times ich as this it should be one of t! 
ie purposes, and it is one of the prime purposes of taxes to abso 
eSS purchasing power as We ll as to produce revenu ww 


d and my people ar convinced that there 1s no better way to 
omplish this purpose than by applying any additional taxes p 


vy on spending 


lt is believed that t! taxes on consumer spending would be De 
stered at | eosts and W thout a great drain on the 1 

r supply by the Government collection ageney if they were co 

i at the lev f manufacture. However, there are many Wh 
that it should eat the retail level But vou can be sure ut 


ter how high th neome tax rates are raised thers vill st 
people with { ds who can go into the consumer goods markel 


compete with « e another on a price basis 101 the scarce supp 









available 


At least the er Xt would cat h the ehiselers } : 
tter tor the (710 nment to get a good share of spira ) 
to have thet ploited ent rely by black marketeers ana ot 


sers Who sore how al 










m fullv aware ol the protests that will be raised a 


the excises Dé extended mstead OL Imposing higher taxes Ol 


lual incomes and corporations; but [ am certain that ther 
nough money left that can he safely drained from corporations 


irom individuals n the higher brackets, to meet the revenue 










ements. Therefore, the only alternative to my proposal withit 
mits of income taxation would he to increase the lowe! 

me rates as has already been proposed to vou and tax the incom 
lower income brackets. 

Vant to point out, as | do here, al d stress that there are man 
vorking people who support families on small incomes whe 
dollar is carel L\ administered with a ' wv to saving even 
es for special purposes and for security These people are the 






one of our Nation, and they should be protected against any 
her direct invasion of their budget by the Federal Governme! 
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For them to become discouraged and resentful toward Governm: 
would in effect be giving comfort to the enemy by our doing someth 
he is continually working to accomplish in our society. 

It seems more fitting to our way of life to at least permit thy 
people to retain that sense of freedom they believe to be their Am 
ican right by affording them the opportunity to determine what t] 
. with their remaining earnings. If they save 


i portion 
he balance on things ol 


t| er own choosing. the purpose 


’ 


bing surplus cash is accomplished in either event. More tl 
howe VOr,. th friendship and contiden e ot hye i people for 


Government is not destroved by taking more of their earnu 


them, any apparent consideration for their u 
al opinions as to the equity of the procedure. When the tay 
iorm Of an excise on Goods thev will at least have the freedo 

to choose th own course. which is the American way 
With tha think I have covered prett) much the substances 


i! ) 


) thout fIVINg the a ta Is and arguments to support 


i 


You want : iI nt paper to be imeluded in 


Oh, ves, certal \ 
~. We will includ - statement in the r 


Llope follows 








REVISLON 
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corporations; but, I am certain that there is not enough money left that ca 


safely drained from corporations, and from individuals in the higher brackets 

meet the revenue requirements Therefore, the only alternative to my prop 

within the limits of income taxation would be to increase the lower level ine: 

rates as has already been proposed. I think we should now know from experi: 

that increased taxes on the withholding level would be considered as nothing 1 
, 


luction in take-home pay with the consequent clamor for more relax 
wage controls and final resulting in a new cycle of increases in costs, prices 


ever che apening money. 


Chere are many hard-working people who support families on small ine 
re every dollar is carefully administered with a view to saving even pennie 
pecial purposes and for security These people are the backbone of our Na 
und they ould be protected against any further direct invasion of their budg 
the Federal Government For them to become discouraged and resentful tow 
{ er nt would in effeet be giv y comfort to the enemy bv our doing 
ially working to accomplish in our societs Is it not more f 
of ast per ese peo] to retain that sense of fre« 
) be their American right by affording them the opportu: 
at they will do with their earnings? If they save a portion and sp 
lance ¢ things of their own choosing, the purpose of ab rbing surplus 
Lee i either event \Mlore than that, however, the friendship 
fidence of these people for and in their Government is not destroyed by tal 
r earnings away wit uit, to them, anv apparent consideratio 
lual opinions as to the equity of the procedure When the tax 
Keise gr s it least have the freedom to choose 
Wi { 
If eciat e diffic r position in having to determine the 
al method of applving more tax vithout seriously damaging the eco 
and I want you to know that the viewpoint I have expressed is the honest opi 
experienced people in my part of the country who aré neere in their de 
to be helpf n this situatior 


The Cuairman. Mr. Kean? 

\Ir. KEAN You advocate a manufacturers’ sales tax, by which 
would exclude, I suppose, food? , 

\Ir. Horr. I expect that would be desirable. 

\Ir. Kean. It has been estimated that this tax would yield s 


7 to 8 billion dollars at a 10-percent rate (n average workman, W 
earned, say, $3,200 a year, and was married, would have a $1,200 
emption. He would have $2,000 left to tax, which would be taxed 
an additional 4 percent, or approximately SSU It would be a li 
] 


less, because he would have the 10-percent deduction. Hay > 
Now, | wonder how much a man in that income bracket would spr 
in the markets outside of food and rent I do not believe he wo 
spend over $500. Do you? 

\M[Ir. Horr. I don’t see how that man in this market would have n 
than $500 to spend. 

Mr. Kean. If he spent that ata 10-percent retail tax, it would « 
him only $50, while under the administration proposal he woul 
paving 530 

Mr. Horr. That is true. 

Mr. Kean. So your suggestion for the average worker in 
fairly low-income group would be better for him than the admiu 
tration proposal. Why, therefore, do you think the labor unions a 
other groups are so strongly against the sales tax, if it would 
perhaps, to the advantage of the low-wage worker? 

Mr. Hops. I wouldn’t like to have to say, Mr. Kean, because | 
inclined to think they understand this just as well as I do, an 
think they have sometimes some other purposes when they rais 
general objection to excise taxes on the basis that it falls heavy 
on the poor man. 
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are going to be anv more with- 


You know and I know that if there 
ding taxes thev will be accepted by the 
at will happen is that there will be more demand for relaxation of 
1. constant clamo! and GISCUSSILON about the abuse s 


t 


worker as a cut In pay, and 


controls and : 


are being heap a on the individual. and we will have to probably 
enize that maybe there should be permission to increase wages 
vii KA LN That reduces their take home pay 
Vi Hop! That Ss the answer And maybe t vives some peo] 
to work a harder and prove that they are getting 
for the workmen for whom they represent 
point that is awfully important ts that re vardless of wi ) 
in iIncome-t DASIS recardless ol how hy rh Vou make them, 
st can’t keep money out of the market Somebody alor thre 
nd many p seem to find funds, and the re n tl 
That whv the market prices go up | don’t belies tha 
ll go ip anv h het f the Government has a tax on that, tl 
would if thes were no increased excist S Somehow o 
those things i, and ippears to n na I (750 ' 
ought to be the one that raises that, rather than the peop 
do not belong in that market We have seen from experien 
you just cannot deal with this problem of trying to equitably 
vy taxes so that evervbody will be treated ali 
The CHoarrMan. No further questions? 
We thank you, Mr. Hope, for your appearance 
lr. Hope. Thank vou 
CHAIRMAN. Without objection he comm 
rned until 10:30 Monday morning 
Whereupon, at 4:50 p. m., Friday, February 23, 1951, th om- 
» adjourned to reconvene Monday, February 26, 1951, at 10:30 


Note.—Additional testimony concerning mutual insurance com- 
panies was given by Mr. John J. Wicker, Jr., and Mr. Hugh H. Mur- 
ray, Jr.. on March 15, 1951. A letter from Mr. M. L. Landis, presi- 
dent of the Ohio Association of Mutual Insurance Companies, was 
also inserted in the record on that date. This material will appear in 


part 3.) 
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MONDAY, FEBRUARY 26, 1951 


Hlouse or REPRESENTATIVES 
COMMITTEE ON W vp Mea? 
Was/ DL). ¢ 
Phe committee m at 10:50.a. m., pursuant to recess, mn the Ways 
nd Means Committee room, New House Office Building, Hon. Robert 
Doughton (chairman of the committee) presidi 


The CHarrMan. The committee will be in order 

The first witness on the calendar this morning is Mr. Austin .J 
lobin, executive director, Port of New York Authority, and also secre- 
tarv of the Conference on State Defense 

Will vou please give your name and address to the reporter for the 
benefit of the record, and the « apacity in which you appear? 


STATEMENT OF AUSTIN J. TOBIN, SECRETARY OF THE CON- 
FERENCE ON STATE DEFENSE, AND EXECUTIVE DIRECTOR, 
THE PORT OF NEW YORK AUTHORITY 


Mr. Tostn. My name is Austin J. Tobin, secretary of the Con- 

ence on State Defense, and executive director of the Port of New 
York Authority 

| appear here as secretary of the Conference on State Defense, 
vhich was organized in 1938 by the attorneys general of the States, 
nd other State and municipal officers who considered it essential at 
hat time, and since that time, to take a united stand in Opposition 
» this proposal, which seeks to establish Federal] control, thro iz7h the 
ower Of taxatiol if State and loeal finan Ine 

| have been asked by my fellow public officers, the president of the 
National Association of (ttorneys General, the United States Con- 
rence of Mayors, the American Municipal Association, the National 
Institute of Municipal Law Officers, and the Municipal Finance 
Officers Association, all of whom will be represented at these hearings, 
to outline for the convenience of the committee the points which we 

ll submit once again ih Opposition to this proposal 

The telegram which we have received from the clerk of the com- 

ittee asks that we limit our testimony to methods of raising addi- 
onal revenue. In accordance with your wishes, I shall first address 

vself to that problem. I will demonstrate that the Federal revenues 
vhich can be obtained from this proposal are nonexistent or, at best, 
nsignificant 

However, before I turn to this first point, I should like to recall 
that this proposal has been submitted to Congress upon one theory 
r another on many occasions over the past 30 years, and that on each 
of those occasions it has been overwhelmingly rejected. 
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It was rejected in 1918 and in 1924, when it was supported by t 
utility companies in a misguided effort to block the development 
municipal light, power, and transit systems. It was rejected in t 
early 1930's. It was rejected by this committee in 1939 and ag: 
in 1942 

[It was rejected on the floor of the Senate in 1940 by a vote of 44 
30, and again in 1942 by a vote of 52 to 34. 

After Congress had so decisively rejected the proposal, the Treasu 
and the Department of Justice turned to the courts and commen 
test actions against bondholders of the Port of New York Author 
and the Triborough Bridge Authority. 

Ina press release issued when these cases were started, the Treas 
said that they were 
led ultimately to pre 
under the Constitution to tax the income from all State and municiy 
securities. The courts rejected that contention. It was rejected | 
the Tax Court of the United States and in the Circuit Court of Appe: 
for the Second Circuit in an opinion written by Judge Augustus Han 

In 1945 the Supreme Court of the United States rejected the Go 
ernment’s petition for a writ of certiorari reviewing the decisions 
those courts 

In 1939 and 1940 and 1942, the officers of the States and cities co 
sidered it their duty to come here, as they do avain today, and 


appeal to their representatives in Congress to prevent the damage 


local institutions that is implicit in this destructive proposal. W 
believe that this committee will conclude, as did the report submitt: 
to the Senate by the Honorable Warren Austin in 1940, that 
he partisan testimony of persons interested in pecuniary 
the accomptshme! son ilterior objectives These 
licials charged with tl! luty of protecting the interest 
Chev had no personal a ind Anvone who sat thro 
» been impresst wit! neeritvy and their convict 


» financial 1 f their communities and 


I turn then to the first point ol the States and cities: that no Fede 
revenues can be obtained through this proposal 

The responsibility placed upon this committee in providing 
resources with which to pay for our national defense ts a grievous 01 
In meet ng that responsibility the committee has been urged to lo 
to new sources of revenue and to recommend a tax program includi 
such additional revenue at an early date 

The inclusion of this proposal in the Treasury's recommendatio 
at this time is, therefore, quite perplexing, for the Treasury itself h 
always admitted that the taxation of future issues of municipal bon 
would produce practically no Federal revenues for the next 10 yea 
and no substantial revenues for the next 20 to 30 years 

In 1939, Under Secretary of the Treasury John Hanes said that t! 
revenues which could be obtained from this proposal were “unit 
portant.’’ And Secretary Snyder’s statement to this committee of 
few weeks ago made no claims that the proposal would add to t! 
Federal revenues at this time. 

While the Secretary’s statement was phrased in rather genet 
language, | assume that the proposal to which he directed the con 
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Littee’s attention had to do only with Federal taxation of future issues 
State and local bonds. 
Now, the average rate of issuance of municipal bonds over the past 
0 years has been about $1,000,000,000 a year, so that we were talking 
out a tax next year on the interest paid by the States and cities on 
wut $1,000,000,000 of bonds. The present average interest rate oO! 
ite and local bonds is 2 percent, but it is generally recognized that 
Federal tax would increase that rate to at least 3 percent. That 
ans that the theoretical maximum in the way of additional Federal 
enues Is a tax on 3 percent of $1.000.000.000. which is to sav a tax 
of only $30.000.000 , 
But not all of this base could be taxed The Treas iry reports that 
ernment funds, pension systems, mutual insurance « ompanies al 


\ es banks, whicl pay no Federal income tax hold about “9 perce! 

il] State and local bonds With the higher interest rates availabl 
taxable bonds, these investors would increase their holdings from 
percent to, let us sav, one-third of the total of new issues 

That brings us down to a tax base of $20,000,000 on which a Feder 


ild be Imposed next Vvear 
‘ f } 


ot bonds wh Chi 


However, we must allow for the av 


rage amoun 
bought by corporations and by individuals in the lower income- 

LX brackets. 

The Treasury itself reports that individuals only buy about 40 


cent of our State and local bonds So that, if the tax pavabl by 


lividuals on such interest runs as high as 50 percent, individuals 
pay about $6,000,000, and corporations, even at the new 
nt rate proposed by the Secretary of the Treasury, would p: 


S4 000 000 





| end result maximum Federal tax potential of SLOO00 000 
@ tax next Vear on new issues of State and local DOCS wna | 
| have estimuted 1b ve ry Cre rie rously “a revenu \ eld so smal that 
could hardly find it in the estimates of Federal revenue 
lt would take at least 20 vears for such a tax to reach its maximu 
ntial Even ther with income taxes at the present rat t Is 
ated that the Federal Government would derive no more that 
million dollars, after 20 or 30 vears, by taxing our State and loe: 
! A 
he task of th committee in this time of emergency to find new 


ie sources which now, during the next few vears, will meet 
Government’s revenue requirements. ‘This source could not possibly 
ive nore than 25 to 30 million dollars a2 vear ovel the next 5 vears. 
the field of Federal financing, this is hardly a# sum attractive 
igh to justify the disruption of our constitutional system, by the 


blishment of a Federal power to tax and so to control the financial 
rations of the States 

And that immediately brings us to the view which will be expressed 

today by the attorneys reneral ol the States and t he city atto1 

vs who will appeal here in ODposition to any proposal to tax local 

ties. Thev will tell the committee that such a tax is unconsti- 

onal and wo ild be so held if it can before thi Supre me Court 

Chis committee is looking for money to buy tanks, ships, and planes 

They cannot be paid for by 3 or 4 years of litigation leading up 

the Supreme Court and depending there on a reversal of the estab- 

hed law of constitutional immunities, which the Court has upheld 
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since Pollock v. Farmers’ Loan & Trust Co. And the Court’s mo 
recent rulings in the test case on the bonds of the Port of New Yor 
Authority and the opinions of the majority of the Justices in the Sai 
toga Springs decision of 1946 encourage no hope for a reversal of t! 
doctrine of the Pollock case 

Even before the set-back of the Treasury and the Department 
Justice in the port-authority test case in 1945, and the Opmions e% 
pressed by the majority of the Court in the Saratoga Springs cas¢ 
1946, the staff of the Jomt Committee on Internal Revenue Taxatio 


} 


had reported to this committee t 


therefore, at 
cr 3} ned through t 
it quite literally 


i { 2 the additional Feder 


} 
i 
i 
I 


MSs pl ‘ re unsubstantial or no 
statement befor committee the Seeretary of tl 


to the LEDREVRULTNI i? and lox al bonds as 


iN 


1 


COM MILLE’ li til called loophole has Pare 


ich Senator Warren Austin submitted to the Senat 
1942. and which was s ipported on the floor of the Senat: 


s own statistics admit that about 60 percent of ou 

are held not by individuals but by Governme: 
on svstems, sinking funds, and other institutional 
ure nots ibject to progressive pr rsonal surtaxes Wit 

remaining 40 percent of these bonds held by ind 
tate-tax returns show substantial holdings in small 


asury’s statistics reveal also that the severity of income-t: 
as had no relation whatsoever to the percentage of municip 

bonds held by individuals 

Although taxes rose steeply from 1937 to 1945, the percentage 
State and local bonds held by individuals in 1945 was actually son 
What less than in 1937 

So, also consider the fact that in 1937, with an effective tax rate o 
a $50,000 net income of 17.8 percent, the percentage of outstandi 
municipal bonds held by individuals was 45 percent; whereas in 194; 
with an effective tax rate on a $50,000 net income of 49.6 percent, th 
percentage of municipal bonds outstanding in the hands of individua 
had dropped to 41 percent 

The fact is also that the State and local bonds held by individua 
do not on the average constitute any substantial portion of the 
wealth. The Treasury’s analysis of returns for taxable decedent 
estates since 1927 shows that on the average only 12 percent of th 
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pressed themselves to find sources of revenue, or perhaps I sho 
say in just squeezing the old real property tax to meet the needs 
their people for hospitals, schools, streets, sewers, transit, and 
decent standard of living for their civil servants. There is no f 
comparison in this proposal between the impact of a 50 percent incre: 
in the cost of local financing, and the comparatively meager ret 
that could be hoped for by the Federal Government 

Much has been said about the necessity of perfecting the p: 
gressive character of the Federal income tax. We submit that 1 
enough thought has been given to the fact that this proposal wou 
have just the reverse effect on the local tax structure, where 
burden would be borne almost entirely by property owners why 
taxes are not levied in accordance with ability to pay. 

The municipalities, as I have said, issue 90 percent of our St: 
and local debt, and they derive almost 85 percent of their reven 
from real-estate taxes. Yet the same tax perfectionists who ki 
bringing this issue back to this committee vear after vear, wo 
admit that the real-estate tax is one of the most regressive forms 
taxation . 

In many circumstances, however, the consequences of this propo 
would be even more serious than the increase in cost and the co 
sequent increase in local property taxes. It would frequently invo 
the ability of the community to finance a needed improvement at 

When we were before this committee in 1942 Mayor LaGuard 
and Commissioner Moses emphasized the fact, as will Mavor Imp 
littert today, that the heavy addition of interest costs would m« 
that many of our new self-supporting public projects in New Yo 
City could not be financed at all. The estimates of cost and rever 
ipon which we must go to the market for the financing of trar 
systems and toll bridges and tunnels and turnpikes and airports 
public terminals are frequently quite marginal 

“juires close figuring to demonstrate that these projects 

eir operation and maintenance charges and their debt serv 

these estimates interest costs are frequently the deciding fac 

Chicago Transit Authority could not have been financed if 

taxable by the Federal Government Detroit « 

Level effected its tremendous refunding program after its dep 
s10n he 1930's if its bonds were subject to Federal tax 

We must build a new tunnel under the Hudson to cope with me 
politan congestion in northern New Jersev and New York. We h 
been working on the estimates for that project for the past vear, 
I must say frankly to this committee, that there ts no possibilit 


financing such a tunnel on a self-supporting basis if the Treas 
succeeds tn its efforts to tax our bonds. 

ls it the purpose or objective of this proposal to increase the 
and pressures for Federal aid? Are the States and cities to be for 
to call upon the Federal Government to finance projects which t! 
could have financed themselves if the Federal Government had 
disrupted local financing by taxing municipal bonds? That wo 
certainly be awry outcome of a revenue bill addressed to the prob 
of additional Federal revenue. 

We submit that much of the misunderstanding of this prop 
arises because the Treasury discusses it simply as a problem in ta 
tion or in alleged tax evasion. But this is not a problem in abst: 
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economics. The answer is not to be found by adding up possible 
deral tax revenues on the one hand, increased interest costs to 
wal government on the other, and then subtracting the two totals 
The real nature of this problem is one of the preservation of inde- 
ndent local government, of the continuance of true federalism under 
Constitution It is a problem that reaches into the very nature 
quality of the democratic process ' 
As Senator Bailey, of North Carolina, said when this proposal was 
bated on the floor of the Senate in 1940 


tate for that 


If the functioning of local government is 

es ol peace, Il ; vital t our national existences 
sis particularly true in a war that will be foug 
| by the cities 

National defen fiis rt * Tul t cooperation 


nicipalities in the maint of Vv services am 


| 
of municipal facilit ital the war effort. It requires the 


engthening of credit standing and the utmost 

administration I ir local affairs ; 

—T proper demands Cai voveriine 
: f pu 


Federal CGrovernment ti attempt 


Nothing would injure this unitv o 


ease our local interest « ts and 


stablishment of 
ted States 
The power to 
ssifv the subj t taxation Th 
rolling th del C;overnment co 
hrough the powet 


overnme! 


nderstand that when the Secretar ie Treas ry submitted 
proposal aiew weeks ago he said 1 response to a question by one 


elied in its claim 


members of this committee that the Treasury 


} l 


constitutionality of this proposa submit 


nate in 1939 by the Department of 

submit to the committee that the proposition 
study were completely repudiated in the 

Stone and Justices Reed, Murphy, Burt 


in the Saratoga Springs case in 1946 


Phat study, on which the Secretary of the Treasury told this com- 
] 


e that he relied ipon frankly asserted the s ipremacy of the Fed- 
taxing power over the functions of local government That prop- 





O10) REVENUE REVISION OF 1951 
f Justice in the Saratoga Springs ca 


OSILION Was rejected by the ¢ hy 


SilLid 


whehl he 


which 
eued tl 
taXxal 
sarat 


also Trial the po 
as it did not d 
the Department 
' 


! SIX Ol the 











The States and cities ar contident that this commiutt will re ( 
LIS destructive nendatio is ~ thre 
ist when it has « ned its deme 
(CHAIRM Reed 
\I Reep. M l war , comp 
It Cle thie DO 
I 3 0 { Stands \ 
vthing els \ rought her 
it (rover! ‘ 0 ix oS 0 
\ il Simp I t 3 f 
Federal Go rm an = 
ywansion of fa hat lit 
\l L | 
\Ir. R BS nplim 
‘ 
\ | cs VW ' 
! ) 
(1d) sO) 
Che Cu J 
\] Tien \I A 
tutenk I vo 
\Ir. ‘To } 
Mr. J ' 
\ } 1] hic { 
aye Me e 
| ] 
a ' 
OW ('o 
\ cre 
' } |? 4 hy | 7 
Authority 
he G th 
s oO 
al 
I kno = 
| | her 
{ | X hy th 
Po Autl mu are Le » une i 
Clip 1) ‘ oO | 
Co 
i | i i ) ( © VTressl 
Coir ( (pp ( 
J N KI i oO Il supp 
l! { that Wo at ’ 
\ loped | | } ‘ ' 








912 REVENUE REVISION OF 1951 


It looks to me as though the court case you cite pretty well cove 
that field of possibility. 

Mr. Tonin. That covered that field, but also the more importa: 
case in my mind is the Saratoga Springs case where the Supren 
Court opened up deliberately two questions which were answered 
a brief submitted to them by 47 out of the 48 attorneys genera 
opened up the whole question of constitutional immunities, open 
it up wide, and 6 of the 8 Justices in the opinion finally writt 
said that the Pollock case was still the law of the land; and mo 
heartening also was the strong opinion of Justices Douglas and Blac 
who referred to the taxation of municipal securities and said th 
would have even gone back and reversed the old South Carolina ca 
which permitted the Federal Government to impose a tax on Stat 
retail liquor 

Mr. Jenkins. Thank you very much. 

The CHarrman. Mr. Mason 

Mr. Mason. Mr. Tobin, I gather from the vigor and emphasis wit 
which you have presented your statement, that vou are unequivocal 
and also unalterably opposed to taxing the income from municip 
bonds? 

\Ir. Tosrn. I think it may be said we are against it, sir. 

\Ir. Mason. I am also. 

Mr. Tortn. | am very happy to hear that 

Mir. Mason. Lam unalterably opposed to that 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Martin? 

\Ir. Martin. Mr. Tobin, in these hearings I brought up with tl 
Treasury Department officials when they were before the committ 
the matter of the power or lack of power of the Federal Governme 


to tax as come the interest on the obligations of States and the 
po cal subdivisions Il stated at that time that, in Opposing su 
a tax, | placed my reliance on the Pollock case 


The Treasury Di partment Gene ral Counsel has sent me a COP\ 
the opinion that they were relving on, which, | believe, was submitt: 
by the Department of Justice to the Treasury Department in 1942 
In the above opinion the Department of Justice makes this criti 
of the Pollock case, and | quote 


Court opinion there was the failure to d =} 


la aN 0) I rT ‘ ot Come 
| wonder if you have anv comment to make on that 
\Ir. Tosin | think il has been amply demonstrated in the mar 
briefs that have been submitted over the past 10 vears by the attorn 
| of the States, that that is not a valid eriticism ol the Pol 


vrener 
Cust 

[ can cite cases to you I know there are cases where that \v 
has been repudiated by the Supreme Court itself. 

Of course, in the Saratoga Springs case every interpretation of th 
case Was repudiated that vear. 

Mr. Marvin. Your statement here is a very excellent statement 


the view vou support. I shall be very much interested in placu 
your statement alongside the opinion of the Department of Just 
that the Treasury Department submitted to me on this point. I ¢ 


pressed my opinion on that occasion as being very much opposed 
the Federal Government's exercising any power of this kind over t! 
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tates or the subdivisions of the States. because I can see in that a 


ery serious threat LO the continued existence of the state ol the 
ibdivision of the State if this were allowed even in some lesser degree 


an all-out confiscation 

What you can do in part, presumably, you can do in toto I can 
a real threat to the ve ry existence of State government and sub- 
sions of State governments if we permit the Federal Government 
exercise the power that they are here seeking to exercise 

| am glad to have your opinion on the matter, especially on that 


ew of theirs in eriticism of the Pollock cuse 


\ir. CHarrMAN. If there are no further questions, we thank vo 


Tobin, for your appearance before the committee and you 


lendid statement 


\ir. Tosixn. Thank you, Mr. Chairman 
The CHarrMan. Hon. Harry MeMullan, attorney general of the 
l of North Carolina and president of the National Association 
\ttorneys General 

Will you pleas ve vour name and address to the steno 


Traiphel 
the benefit of the record, and the capac ty in which vou appeal 


STATEMENT OF HARRY McMULLAN, ATTORNEY GENERAL OF 


THE STATE OF NORTH CAROLINA AND PRESIDENT OF THE 
NATIONAL ASSOCIATION OF ATTORNEYS GENERAL 


\Ir MeMuut LN Nii Chairman and members of the comn 
name Is Harry \le Mullan l am at present attorney eneral of 
State of North ¢ irolina and president ol th National (ssor LLIOT 


Attorney ~ ( rele ral 


The CHarrmMan. | am pleased to state I have known Harry Mi 
llan well for many vears He is an exemplary ci nandan 

hich standing in the State 

Mir. MeMur ‘ Thank vou, Mr. Chairmar 

Instead of reading my prepared statement presenting the legal 

ises of this question in an abbreviated form, with vour permissio 
vuuld like to make just a short covering stateme ul \ 

over a case of the flu that has had 1 down for several davs 

[ am not feeling too well. 

Vir Chairman ana members of the COMMILLeE ttre Nat Oni (sso 
on ol Attorneys General had this matter before them in a me 
lacksonville in 1938 At that tum the agitation was being mace 


resented again At that 
ne in a meeting held they unanimously adopted a2 resolution. they 


the Treasury Department which is now 


Vy unanimously of those present, opposing as strongly as they could 
Imposition of this tax. 

Since that time the matter has not been presented to the national 
sociation 

This present mention of the subject came up alter the national 
ciation had met at a meeting in Miami in December The next 
eting of the national association will not be held until fall 
therefore, have no direct authorization from the national associa- 


on to present their views as the national association is now consti 


i 


ted, but | do not have anV reason to doubt that now. as t he n thy 


tional associatiol opposes the Imposition OL this tax, and l ask this 





QI] 4 REVENUE REVISION OF 1951 





ee to help us preserve the old rule of immunity of one gove: 
ment from taxation by the other 

Mir. Chairman, there is nothing older in our Federal system tha 
the principle of HMMUnAeY although, indeed, it does not arise by reaso 


of anv expressed language in the Constitution lt voes back 
Vet ch v\ Va Jian And so throu rhout the whole history of o 
jurisprudence up intil this present moment it has been accepted 
law n this e ntrv, that no rovernment National State, or loca 
could impose any tax directly upon the other government 
Unt tl ad on in the case of Pollock v. Farmers’ Lean and / 
( ( ne question had not become ac ite 
Aft he decision in that case in 1909 a proposal of changing tl 
C‘ons ition to permit the direct taxation without apportionment w: 
s ] ted to the Congress and to thi peopl of the co mtry 
| 0 ! th adoption of the sixteenth dmenadment, a questl 
aro isto Whether or not by the reason of the language of that amen 
Vhatever source derived speaking of the Federal ineon 
x \ at Lt apportionment among thre several State nna witho 
Vy census or enumeration,’ could possibly be construed 


thie Federa Croverniment Wotlle have thre richt to th 





securities 
16 our Supreme Court in Brushaber v. [ n Pacifie Rail 
if ed that question and from then on in all subsequetr 
( ( Supreme Court has held that neither government. Stat 
or the | Governm hy ny ht or power d ir ¢ 
1» ix the s {f the oth 


bie to advane ’ that tiume-honors rule of o 
Court the from the decisions in cases that were ov tiled, Ava 
vo G ( ( v. Day, which exempt from taxation the offices « 
Ol oO’ nt by the othe 
ft 7. I \ Liitier ¢ on Was careful to sav and to po 
out it onan entirely different basis from the taxation of tl 
securities issued by the Federal Government rh 
() aeieaL } Ss been the economic as wel is tan theo 
in tl ntrvy that the taxation of the income from the bonds 
th vO nme! vould amount to a dir tuxatio 
oO 0 ) lent 
| \l ( yi, Wwe iil ve are on sate ground mm say 
0 have this ment, that throughout tl 
hy tory My Ol ct itrv this Tike honored and mportant and esse! 
aualit n mn tv has been adhered to without any depa 
wi 0 
1) naoption of the ixteenth amendment there Was ho quest 
reise ! \ State olf th abandonment ol this very lMportal 
questo} iin the discussion of the Congress there was not the slicht 
‘ PAL he obvious purpose of it Was to do awnyv W th th 
portant constitut onal pring rl All the d SCUSSION relates { 
the ¢ ) oO Whether or not they could ret by the decisions 
thi Pollo which prevented thr Kederal Government frot 
LaNXil t| ome from real and personal property without an awppo 
Lio 
he ( rv tlugh 4 California, had raised some questio 
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imendment, and Senator 


enth 


end in 


Mir. Cha 


letter to a fi 


the way 


Wrote a 


1h¢ whi i} Dy 


n appendix to the 1929 report of this comm LtLee 
the sole and only purpose of the sixteent!] 
ovide for the of this direct tax, Fede 
ortionment amo! he several States 
Vow Nii Cha rl | real A what lam Si 
ow that ther: st six members of th 
| this argun uta tail as presente 
| then ! we | ow, thr il iment ot 
\ favorable 
so Ll thank vo lr. ¢ man, for this opport 
sent the State of North Caro 
Vs ol ( \ ey eneral the { rhite 
| ao not th | \ C erThno Of any 7 
ranyv ola Vant Oo See his 
if { hye hig orn ri 
As pointed out by } ob or the pres 
x! > or 20 ve ! prope 0) i) 
enues to the le Crovernmen Her 
hey are not Opposing ans tax which woul l 
elp to solve the great problem which confronts 
| thank vou, Mr. ¢ virmal 
Phe CHAIRM ey vish to | vo 
Led 1 the ( 
\lr. MeM ) \Ir. Chairma 
The CH M Without objeectio vou 
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ipport 


taxes 
said at the time 


ertain direct taxes 


The CuairmMan. I want to compliment you on your very splend 


statement 
If there are no questions, we thank you for your appearance al 
the Spi ndid statement you have made 


Nii Ni Nit LLAN Mr. Chairman | have he re some telegrams 


communications which | have received Iron Vill Is attorim 
I] 


| have not had an opportunity to hear from them all 
like to have them inserted into the record, if I may 
HAIRMAN. Without objection, they mav be included in 


leations referred to appeal by rinning on p 


} 


Chairman, | ask unanimous consent to 
LCV Tams whi hy | hay received [rom my own district 


MAN Without Ob Ter } they may ® mserted m 


1] 
follow 


\iacnuitas DerLtavan Boarp ot 


Merarte L. W: 


REED, 


ito removal nuncipal borrow 
Henry FELTON, 


Nupervi 
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(ysovV 
DANIEL A. R 
United States H ij é [ 
State ¢ / at } D.¢ 
R ' hat i ‘ mp fea I 
, and mut ' \\ i p if 
| | a é i 
1) \\ ( 
I3 j ( | 
1) \. | 
ei 
I la } i i 
I tXa i 
Recent 
ehh 
Lo ira 
Pi 
\l » Sane A §S 
Mr. King. Mr. Chairman, I as nimo onsel Oo hay h- 
ted in the recor this point, at the suge 0 i Cong = 


B. Mitchell of the First District of 
by tl mavor of [ 


Huch 


communication 


The CHATRMA? Without objection t} ! . } 
ral 
I} late! ( ~ S TOLLON 
\ () 
HT ; | \I 
j +} ( dD f 
) 2 H ' 
| 
\ ! ‘ 
We: rea y 
I i i 
, , | 


i il 
“are ¢ i il a i 
\s P 
‘ A\ F ! i 9 | 
le} A i i 
Uul lt ure ea ga at a ) a 
vide rea i i iX¢ i 
aii 
ere i i 
eated i ‘ 
£ i 
~ rere , 
\ uM FF. Devin, VV 


Mr. Curtis. Mr. Chairman, I ask unanimous consent to insert at 
his point in the record a statement by our former colleague, now the 


movernor of Wyomiu cr Mr. Frank \. Barrett and a telegran 


Irom 
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James Harding, Omaha Public Power Distriv 
Omaha, Nebr.; a telegram from Mr. R. L. Schacht, general managet 
umers Public Power District: and a telegram from Victor |] 
mavor of the city of Lincoln, Nebr 
Without objection, they may b« 


president of the 


C’ons 


Anderson 
The CHAIRMAN. 


inserted in 


rete rred to 18 as follows 


SU BMITTI \. BARRETT, GOVERNOR 


YOMINE 


"uary 
remoy 

unit 1 oy 
tions which impel 


them tft ) oppo 


the proposa 


The same considera 
members of this committee to reject 
nd, and destructive of State and local 
he proposal ar 
clearly unconstitutional. While I am confident 
would be rejé ted bv the Supreme Court, unfortunate! 
it of our State a | bdivisions di 


governme! 


unsoU 
these: 


nd its political su 
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By the same token, there no prospect of any Federal r ‘ 
il for vears to 1 ne unavoidabt tigatior \ ASSUuUI il 
vould no i intial an I taxat 
after mssuf i for ma irs to vile 1 it 
begin! era ) of i I i i 
s listed 
| 1X Wi the > 
It ‘ | 
‘ } 1¢ ( ( i 
1 a i 
i 
{ sta and 1 
i iN " > 
al 
iXa F 
“= " ( i | 
( 
\ hog or 
~ a ( 1934 a { 40 - 
al . . I 
( i 
ii 
il i 
| , 1 ~ 
i Atle ar it i 
- : < ~ 


The CHarrMan. The next witness is Mr. J. Raymond MeGover 
nptroller of thy State of New York 
\\ il] you please ive your hame and adadre ss to th reporter to 


fit of the reco nna thre capaci Vin which vou appea 


STATEMENT OF J. RAYMOND McGOVERN, COMPTROLLER OF THE 
STATE OF NEW YORK 


\ir. McGovern. My name is J. Ravmond MeG rl nad am 
mptroller of the State of New York. My ad s the Stat 
Office Building, Albany, N. ¥ 
\ir. Chairman and gentlemen of the committe the State of New 


views with erent apprehension and alarm the proposal now 


vour committee which contemplates the taxation of incom: 
ved from State and municipal bonds 
[ shall not refer to the legal problems involved because the Honor 
Nathaniel L Goldstein, attorney reneral of the State of New 
rk, will file a brief with vour honorable committee within the 
mediate future, and I have been requested to ask permission from 
ir committee to have this brief received and considered as a part 
f our protest 
The CuHarrmMan. Without objection, it may be received for the 
cord. 
The following telegram transmitting the brief referred to was 


bsequently recely¢ 7. 
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MEMORANDUM PRESENTED TO) CONGRESS IN OPPOSTTION 
PROPOSAL TO TAX STATE AND MUNICIPAL BOND INTERES 
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S. 429. 584-586 i. 158 U.S. 601. 618: National Life Ins ince Compa? 
ted States, 277 U.S. 508, 521 
* ‘ ‘ ‘ * " 
I the case of the obligations of a State or of its political subdivisior 
ect held to be exempt from federal taxation is the principal and inter 
»bligations Pollock v. Farme Loan & Trust Company, supra l 
allo constitute the contract made by the State, or by its political ag 
‘ 1uthority, and a ta po he amounts pavable by the te 
‘ has therefore been regarded as bearing directly ipon the exe 
e borrowing power of the gover ent | Weston v. Cl esto 2 
1OS, 4600, where the tax aid under an ordinance of the citv cour 
{1 States k whi has be i for loans made to e United S 
1 id, the principle was thu ated | ( ef Justice Marsha 
xX U mntra to a f V The Lace i t operat ipo 
I ri berore t eXe 1 i | AVE i ( pit nflue ce 4 
‘ Phe ¢ or tl nfl e de] Is on the Ww f a distinct 
| " extent, however leral t a burd the opera 
| i vo ! ) t ght b 
i i 0 tine ontra i i [ power! ) rrow nore 0 
I ed State nid ‘ i >» the oO 
we Was applied | Co P ve i é i 
( 157 I » } st old valid tedera ia 
from 1 cipal s« ‘ 
j Gehner ¢ 281 U.S. 313 at pages 320-321 
( iry that t bond er secul of t United State 
‘ ixed | =tate iu Or | e powel! ot Congress to ! I 
f f redit « e | ed Stat vi 1 be burdened and might be 
ed | tate ixat T tine i plo i for that purpose As the 
| feature ends to increase and is reflected i the market prices of 
t state tax burda ereon would adverse affect the terms 
( may be borrowed ») EXE e the purposes of t! eneral gov 
V/ Com? yv. Mas j 279 | S. 620 at pages 624. 629 
i respe ot | ed State irities the fatutorv exempt 
\ state tax, however! i 1p ~¢ rities or interest der 
rfere r tends t te re with the co t il power of 
i nent to borrow 1 rie ) the cred or the | ted state 
t burde! pon the opera ot gover ent und carried far en 
1 prove destructive. The principle set forth a century ago in W 
2 Fe 140, 40S is neve e been departed fron y this Cou 
l t to tax the contract to a extent, whe vce ist Operat 
owe borrow before it is exercised, and have a se ble fluer ‘ 
i I ( of ti flue e depends on the w of a distinct g 
extent, however inco lerable, it is a burden on the operat 
It may be carried to an extent which shall arrest them entire 
S I v. De Voine 205 U.S. 503, 513 
* * * ‘ * me ‘ 
leration of such legislation, the control principle oO i 
borne nind, is that the state annot tax the tr entalities or be 
e | 1 States, or, what is the same thing, the income derived theret! 
lirectly that is to sav, it cannot tax them in anv form 
onal Life Insurance Company v. United States, 277 U.S. 508 at page 521 
ettled doctrine that directly to tax the income from securities amo 
xation of the securities themselves, Northwestern Mutual Life Ins. ¢ 
msin, 275 U. S. 136 Also that the United States may not tax stat: 


icipal obligations Vetcalf & Eddy v. Mitchell, 269 U.S. 514, 521.”’ 


ners Bank v. Minnesota. 232 U.S. 516 at pages 526-527 


we deem it entirely clear that a tax upon the exercise of the function 


municipal bonds is a tax upon the operations of the government, * * 
) tax the bonds as property in the hands of the holders is, in the last anal 
pose a tax upon the right of the municipality to issue them Quoting fr 
on v. City Council of Charleston, 2 Pet. 449, 466, 468; McCulloch v. Maryl 
eat. 316 
* . * * * * * 
on this ground that United States bonds have always been held exe 
taxation under authority of the States By like reasoning it has come 


gnized that bonds issued by the States are not taxable by the Fede 
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= * ™ recourse may be had to the reason upon which the rule ré 
* a ’ . ’ . it rests on the conviction that each government, in or 
that it may administer its affairs within its own sphere, must be left free from 
due interference by the other. * * * neither government may destroy 
other nor curtail in anv substantial mannter the exercise of its powers.” (Me 


& Eddy v. Mitchell, 269 U. S. 514, 521, 523 
Dated: March 1, 1951 
Respectfully submitted 

NATHANIEL L. GOLDSTEIN, 
Attorney General of the State of N York. 
Capitol, Albany, N. } 

Mr. MicGovern. Consequently, I shall only refer to the pract 
and realistic impact of the proposal upon the finances of the Stat 
New York 

As « omptroller of the State of New York | am deeply concerned 
the proposal because of the adverse effect it would have first, on 
State, and, secondly, on the various political subdivisions thereof 

Those familiar with the municipal bond market differ widely as 
the effect of the proposal, but there is general agreement in one asp« 
and that is that the elimination of the tax exemption feature, on St 
and mun ipal bonds, will result in an increase in interest rates, 
ib is gene rally conceded that this increase would be not less thar 
percent in the annual average interest rate. 

| have, therefore, in the following study assumed that the minim 
increase rate of 1 percent would apply. 

Incicd ntally , 2s far as | know , noone has proposed to tax the Inco! 
from bonds already issued. The increase in interest cost, therefo 
would apply only to future issues. 

As ol COA the State of New York has bond authorizations, 


which bonds have not vet been issued, in the amount of $648,630,0 


excluding authorized and unissued war bonus bonds. These at 


1} 
follow >. 


Authori 
} 9¢ 
I 
Grade crossings elimination. —- _ $63, 500 
H ind parkways F 4 59, 360, ( 
Hous c ‘ me : ; 525, 770, ¢ 
| a ee - = . 648, 630 


Assuming the minimum increase of 1 percent in the annual inte! 
rate of these authorizations over the average life of the bonds for 
various stated purposes, it would result in an increase of $149.6 mi 
in additional interest cost to the people of the State of New Yo 
This represents 23 percent of the principal and is broken dow: 
follows: $6.7 million on grade crossings elimination bonds; $6.2 mil 
in highway and parkway bonds; $136.7 million in public housing bor 

Attention is directed to the fact that the foregoing excludes 
issuance of any bonds for the New York State Thruway, whic! 
estimated to cost upward of half a billion dollars. 

Assuming that only $450 million in bonds are issued for the N 
York State Thruway, the additional interest charge over the lif 
the issue would amount to over $112.5 million, or 25 percent ol 
principal. The total additional cost, therefore, that this prop 
would cost the people of the State of New York for State bo 
already authorized but unissued, and for the necessary minimum 
rowings for the thruway authority, would be 262.1 million dol 


This, of course, does not reflect or take into consideration any ot 
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issues Which may be subsequently authorized by the State for other 
purposes. 

This tremendous increased burden would necessarily require the 
State of New York to review the advisability of proceeding with these 
necessary capital expenditures, some of which are in furtherance of 
our present defense effort and may conceivably indefinitely postpone 
some of them. 

[ nder the otate ho ising program the subsidy made available for 
iblic housing purposes is fixed by the constitution and at the present 
me it is estimated by the New York State Division of Housing that 


| 


nder existing building costs and present interest rates, the $735 mil- 


yn housing program will provide accommodations for some 250,000 
rsons. 


If the tax exemption feature is eliminated, the current housing 
provram would hay to be cut back by about $111 million, because 
a larger portion of the State’s subsidy would be used to pay hither 

st costs Instead Ol providing additional housing dwellings 
[This necessarily would result in a decrease in the number of low in- 
come families that VO ild bi provided for, and wo ild | Kew Ise red 1c¢ 


the area of slums tl it should be cleared. 
The obvious results of any such cutback would unquestionably end 
in a public demand upon the Fed 


leral Government to provide addi- 


tional public housing and thereby result in much greater expenditures 
by the Federal Government for public housing in the State of New 
York, as the Feder Government would have to pick up where the 
State left off 
I shall not go into « | with respect to the effect of th creased 
est costs on VI ¢ Crossings elimination and on f ohway and 
av bonds, but tl ame result would occur; name! ( 
nd upon the Fed al Government to construct h oh vVavs 1ai¢ 
ssings, and so fort] 
In other words, the posing of the tax on State bon ould defeat 
Oowh purpos 1) - anv possible add tional neome that thi 
Federal Government would receive from this source would be offset 
iter Federal spending for the same purposes 


The comptroller of the State of New York. in addition to his duties 


er ot tl State, has super, sorv responsibilitv over 
seal affairs of all of the municipalities of the State of New York 
. } > rt 
the exception ot the cities of Ni \\ York. Rochester. and Butlalo. 
: pa 


the five counties in New York City. This includes the administra- 
ot the constitutional and cl byt iimits pres ribed by our law. 


Great as Is mv concern with the effect which the proposal would 


on interest costs to the State, | am more concerned with the 
t which this increase would have on the interest costs to the 
us units of local government w thin the State and on the pro- 
ns for capital improvements which many of the local units are 
mplating. Many of these programs are indispensable necessities 
they in lude hospitals, schools, streets and highways, water sup- 


s, transit, sewerage treatment facilities and antipollution control. 


IS impossible to predict with any reasonable degree of accuracy 
o the amount of the total municipal borrowings for these purposes. 
'here are, however, two ways to approach an estimate of the addi- 


nal cost to them of the proposal which is now before this committee. 


he Goat of these is on the basis of the projection of the experience 
1950 borrowings 
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Our records indicate that the municipalities within the State, 
cluding the city of New York, last year sold bond issues totaling $4 
million. The interest cost on these borrowings for the first year 
the actual rates is $9.1 million. The interest cost at the actual rat 
plus the minimum assumed increase of 1 percent would be $1 
million, an increase of $4.1 million. This, bear in mind, would be | 
additional cost for only 1 year if the income from these obligatio 
were subject to taxation. In many instances these bonds mature o\ 
a period of 30 years. 

If we assume that the units of local government in New Y: 
State—the counties, cities, towns, villages, school districts, fire 
improvement districts—were to continue to issue bonds in the ye: 
ahead at the same rare as in 1950, the increased cost to the muni: 
palities and districts in 1971 would amount to $55.5 million; in 19; 
to $60 million and in 1981 it would cost $63 million annually. ‘T! 
accumulative cost to the municipalities over the thirty year pe 
would be $1.279 billion. 

The other approach to estimating the cost of this proposal to ti 
various local units is to measure its effect on particular known p 
grams of needed capital improvements. 

It is estimated that the outlay for new school construction in t! 
State of New York during the next 6 vears will range from 100 to 
million dollars annually. Assuming that $150 million is borrow: 
each vear for the next 6 vears and assuming that these bonds are issu 
for 30 vears with equal annual maturities, an increased cost of 1 p: 
cent over the life of the bonds will increase the over-all cost of 
school building construction program im the State of New York 
$139.5 million This increased interest cost to school districts wi 
piace a heavy financial burden upon them, which many of them ar 
no position to assume, as many of them are already overtaxed 
have reached their constitutional debt limits. While school co 
are in some respects outside of the constitutional limits, there 
limit to which local taxpayers and local communities can respon 

Furthermore, the State of New York is making a determined eff 
to check pollution in its streams and lakes. It is estimated that 
correct existing conditions will require the expenditure of $344 milli 
The increased interest cost over the average life of a bond issue 
correct the condition, at the minimum of 1] percent additional int 
charge, would be $53 million. 

I have mentioned only two of the important capital needs of 
local units within the State. There are many others; for exam 
the city of New York recently received authorization through con: 
tutional amendment approved by the people to borrow up to $! 
million for new hospital facilities. Another constitutional amendm: 
now pending would permit the city of New York to borrow $500 mill 
to provide and expand its transit facilities. 

The problem of capital expenditures is particularly acute in thy 
areas which have experienced rapid growth during the last decad 
some counties have increased as much as 75 percent in population a 
there is a serious need for new hospitals, new schools, water suppl 
new sewer systems, new fire-fighting apparatus and facilities. All 
these needs would be seriously adversely affected by any additio 
interest costs, which certainly would result from the adoption of | 
proposal which is presently before this committee. 
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It should also be noted that the cost to the State and the other local 


nits as a group would be relatively low at the outset, but would rise 


ith the issuance of more and more bonds. Consequently, the reve- 
ie that the Federal Government would derive from taxation of in- 
ye from this source would be relatively small at the outset and 
obably would not reach its peak until 20 to 30 years from now 
his fact is most important to consider by your committee if the 
rpose of the proposal is to produce revenue immediately or within 
immediate future, and, of course, many of the bonds would be 
ld by charitable, religious, and other tax-exempt organizations which 
proposal would not reach in any event 
Furthermore, if you remove the tax exemption feature from munici- 
bonds, you will make it most difficult for some of the smaller 


mmmunities to ever float a bond issue You will place manv of the 


iller units of government in a strait-jacket. because while at the 


I 


sent time 1t 1s re lat Ve ly Casy, due to the tax-eNne mption feat ire, to 


municipal bonds, I need not remind you that a comparativels 
vy vears ago some of our largest cities had to withdraw bond issues 

the market because they received no bids and many of thi D ibli 
thorities couldn’t float anv issues 


It has been argued that the taxation of income from State and 


nicipal bonds would tend to discourage unsound borrowing pra 
s and unwise borrowings on the part of publie agencies. This is 
true in New York State, because we bi leve that we have adeq late 
stitutional ana statutory safeguards which prey nsound 
ces and regardless of how you may Irame anv leg slation the 
tTect na re 0 ld consi ( aires LiX oO of ft 
ul municipaliti by the Federal Government becaust a 
Di: vers of the vari is States would have to pay the additional costs 
| has also be hh ai ied that the taxation of income on State and 
pal bonds wo tend to prevent inflation This argume? : 
\ flicult to follow because the only direct effect of the elimination 
tax-exemption feature would result in an increase in the interest 
At the present time the State and local units mav borrow 
ible rates, in most cases less than 2 percent; certainly, 
than i lender « pres ntly receive by plac Ing his mone 
ngs bank, and how the current yield of approximately 1.5 percent 
butes to inf] i¢ ( | ilt to sec 
rthermor iW tl erest on State and municipal bonds were to 
taxable by the Federal Government, the general monev mark 
vably would shift to other Investments and might possibly 
under certain cir imstances impossibl ior some units of local 


nment to borrow at all, and this is vitally important at this time 
ause of the demands that are made on certain coastal areas, Ppartic- 
lv New York State, to de rfay a part of the cost of civil defense 
Federal Government has adopted a program providing that the 
tive States match dollar for dollar the Federal appropriation for 
defense If the proposal before this committee be¢ omes eff ctive, 
e IS a serious question as to the possibility of the States and the 
cipalities ever being in a position to borrow any money to meet the 
ral requirements 
nally, I wish to point out that there is no known source of tax 
ue which the State of New York and its various local units can 
ov to defray the cost of the increased additional burden which this 





O34 REVENUE REVISION OF 1951 


proposal will visit upon them. Our taxpayers and home owners ar 
already heavily overburdened almost to the point of exhaustion. Ther 
is employed within the State, income taxes, retail sales taxes, bulk 
sales taxes, franchise taxes, real estate taxes, personal property taxes, 
occupancy taxes, amusement taxes, use taxes, excise taxes, gross re- 
ceipt taxes, stamp taxes, transfer taxes and mortgage taxes, just t 
mention a few, and in many instances a combination of these tax: 

are used by the State and local units. 

In justice, therefore, to the State of New York and to the muni 
ipalities thereof, we cannot stand by without recording our vigoro 
objection to the proposal and we protest any proposal which mig 
impair the constitutional power of the State as well as the local unit 
of government to borrow. The power to borrow must remain unin 
paired, so that it is available to meet all hecessary needs of the con 
munities for the present and future 

For the foregoing reasons, on behalf of both the State of New Yor 
as well as its many political subdivisions, | respectfully urge that t! 
proposal to tax the income from State and municipal bonds | 
rejected 

Thank you very much. 

Mr. Reep. Mr. Chairman 

The Coarrman. Mr. Reed 

Mr. Reep. Mr. MeGovern, I wish to congratulate you, sir, or 
your very fine statement with reference to the State of New York 

There is one very important point that we must not overloo 
That is that there must be considerable inducement to lead people li 
ly lV muni pal bonds. It is not easy for municipaliti Ss to go out al 
sell bonds unless there are some inducements. 

\Ir. McGovern. At one time, only a few vears ago, the cits 
Philadelphia had to withdraw a bond issue from the market beca 
thev received no bids 

Mir. Reep. During the war many of the improvements that w 

ally necessary to New York City and other cities were deferre 

Mr. McGovern. They were necessarily deferred due to the sho 

not only of manpower but of critical matertals 
think Mavor Impellitteri of New York is here, and he will sp 
citv of New York We also have present the supe rintend 

p iblic works of the State of New York 

\Ir. R D Thank vou very much 

\Ir. Jenkins. Mr. Chairman. 

The CHarrman. Mr. Jenkins 

Mr. Jenkins. | have one question, Mr. MeGovern. I note tl 
vou are comptroller of the State of New York. We do not have su 
an officer in Ohno. What are your duties? I take you are nol 
state treasurer 

\Ir. McGovern. I am the chief fiseal officer of the State of Ni 
York We have chare of the investment of the State’s mon 
We have charge of the auditing and control of every contract involvu 
the expenditure of $500 or more. Those contracts first have to 
approved by my office. In addition to that, every payment a! 
voucher made under those contracts have to be approved by the ofl 
Then we have charge of the retirement system, a service which ts 1m 
all together. Incidentally, there is about $1.5 billion in our off 
under our control. 
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Mr. Jenkins. That gives you the opportunity to know the finances 
ol every commuhlty within the State? 

Mr. McGovern. While 1 am comparatively newly elected, in the 
office we have control of and approve generally, and supervise, in 

cordance with our constitution, all of the bond issues of the State of 
New York and of all of the municipalities, with the exception of thos 

course, that are exempt from our supervision New York Cit 
Buttalo and Rocheste ? t removed rom our supe! SOry wut Oy] 

Nii KEAN Mi Chairman 

The CHarrmMan. Mr. Kea 

\lr. Kean. Mr. MeGovern. what is the interest rate on State bor 

New York of, sa about 20-vear maturitv now 

Ny NicGoy N I} St bid we received on our last offer ne was 
+142 

Mir. Kean. About nercent 

\ir. McGovern. Y 

\Ir. Kean. What he interest rate on high-grade pub 


EEE, | a oe ee ee EET eee 
se of the security, an ll that The are gentlemen here from the 
bond market who will be able to tel 12 much more about th: 
| can I will say that 11 sin excess o hs) 
\ir. Kean. Would vou sav that 3 percent is about richt 
ie Wiehe Te aenahl ha acai te weit a die tenes tans 


: ven vo I} Lio} hat \ | rt yt 
) posal Hs heer l rial J 
his propos ugh the State bo 
ry? Deo “Ee ry? 
ly t Ss probabil iD 


t} } 0 | } rhe ( iis Dp has t) 
a . ‘ tha 1 quan ( oO! 1 r } 
¥ hel If he purchased the New } 
o bonds, he wo { Ol i\ 1.45 
XN yA | ‘ ] oth } Ver w of +} or ] 
nis vit} } irom nvestn nis ¢ S?PO0 (i) hyrit } 
oi in extrel intage to hem in pure Sil municipa 


\Ir. McGovern. I have seen a study which indicates that if vou 

r to confise ate evervbodv's ineome not only thre ir meome but their 

ncipal over $200,000, it would not amount to a drop in the bucket 
ompared to the requirements of the Federal Government 

Mr Kean. Then vou do not disagres with the firure that I rave 
uu, but vou think there are so few of them that, compared with th 
arm that this proposal micht do 

Mir. McGovern. I cannot agree with vour figure, su I am not 

ialified to say how many persons there are who have incomes over 
$200,000 in the United States, but I have seen a study indicating that 

vou were to confiscate all of the principal as well as the income, of 
rvone who has an income in excess of some $70,000 or $75,000, it 
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would not give you enough to operate the Government for more than 
day or two. It would not be a large item. 

Mr. Kean. Then your feeling is that although there may be so; 
discrepancy here the general harm done by the thing would be mu 
more great? 

Mr. McGovern. This thing here would not affect the rich man 
all. You would be affecting the poor man because it is the poor fello 
who would be paving. 

{s we have pointed out, there is a payment of 23 percent of t! 
principal, in some instances 25 percent, and in other instances for ev: 
a payment of 45 percent, depending upon the maturity of the bond 
That payment has to be made by the small fellow, the small hon 
owner. It has to be paid by the local communities, the scho 
districts. L point out to vou that some of the smaller districts——ar 
all of you gentlemen have small communities in your respecti 
States where vou may have a small sewer bond issue of $6,000, fo: 
sewer that starts nowhere and goes nowhere and just accommodat 
mavbe 200 or 300 people, will be absolutely unable to make the sa 
of that bond issue attractive if you take away the tax exemptio 
feature. 

Mr. Kean. Perhaps the trouble is that the tax that we propose 
too high on the taxable securities as it affects the highest income group 
If the highest bracket was around 50 or 60 percent, this seeming 
unfair advantage would be taken away. 

Mr. McGovern. That may be; but, as I sav, my appearance he: 
today is directed to this one proposal, that is, the question of t! 
taxation | have not discussed the legal end of it at all. Your chai 
man has been gracious enough to grant me the opportunity of havi 
the Attorney General submit a memorandum which will be receiv: 
and considered in due time. 

The CuairmMan. If there are no further questions, we thank you { 
your appearance, Mr. MeGovern 

Mr. MeGovern. Thank you, sir. 

Mr. Reep. Mr. Chairman, I ask unanimous consent to have 
serted in the record at this point a telegram from the mayor of Dur 
kirk, N. Y., my home city, and also a telegram from Mayville, N. } 

The CuarrmMan. Without objection, it is so ordered. 

The telecram referred to is as follows: 

Dunkirk, N. ¥ 


i tay on State and mu 


WaLrer F. Murra) 


MAayvintue, N. Y., February 


A. REED, 


i representatives, Wasi ngton, dD. ¢ 


t proposal removing tax-exemption feature on Federal, etc., securiti 
Atwyn C. NEWTON 
President, Board of Education, 
Vayville Central Scho 
Mr. Reep. Mr. Chairman, I also have a resolution of the Board o 
Supervisors of Westchester County, N. Y., which I ask unanimou 
consent to have inserted in the record at this point. 
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The (CHAIRMAN Without objection, it is SO ordered. 
The resolution referred to is as follows: 


LUTION OF THE BoarRpD or Svurervisors or Wt 
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and Federal financing have diverted increasingly greater amour 
and, without doubt, will divert even more in the fut 


} 


b 
n turn, States and localities must necessarily compete w 


their essential share of the diminishing supply of mon 
savings 
now deprive them of the one preferential advantage they 
hout past vears of sound and constructive progress. Let us 
1¢ present tax-exempt feature of State and local securities, the 
has proven so effective in enabling them to finance the facilities 
ssential to this progress at the lowest possible inter¢ 
the members of the committee for granti: 
rotest against removing the tax-exempti 
It. is my sincere hope that ve 
tax bill without resorti 
0] of the overnment, 


Mr. Stimpson. Mr. Chairman. 

The Cuarrman. Mr. Simpson. 

Mr. Simpson. Mr. Chairman, listed as No. 14 on the list of th 
witnesses who will appear today is the name of Miss M. Vashti Bur: 
deputy attorney general of Pennsylvania. Miss Burr advises tl 
morning that she is Ul, and I am asking on her behalf that Mr. Donald 
Goldberg present her testumony when her turn comes. 

The CuarrmMan. Without objection, it is so ordered. 

The next witness is the Honorable David L. Lawrence, mayor of 
Pittsburgh, Pa. 

Mavor Lawrence, will you give your name and address to th 
stenographer, and the capacity in which you appear? 

Mr. Rerp. Mr. Chairman, may I interrupt to sav that while I am 
very anxious to hear the testimony of the mayor, I have to be on the 
floor of the House. I assure you, \lavor Lawrence, that I will read 
your testimony very carefully. 


STATEMENT OF HON. DAVID L. LAWRENCE, MAYOR OF PITTS- 
BURGH, PA., AND PRESIDENT, THE UNITED STATES CONFER- 
ENCE OF MAYORS 


Mr. Lawrence. I appreciate that, Congressman Reed 

Mr. Chairman and members of the committee, my name is Day 
L. Lawrence. I am mayor of Pittsburgh and am appearing today 
my capacity as prestdent of the United States Conference of Mavors 
The membership of the conference of mayors comprises most American 
cities over 30,000 population. Its officers, including the then presi 
dent, the late Mayor H. F. LaGuardia of New York City, present 
testimony to your committee on this same and identical controversial 
issue in 1939 and 1942. Your committee refused to act on the pro- 
posal submitted by Secretary Morgenthau on these two previous 


? 


occasions. I am appearing today to again express the opposition of 
the elected officials of our larger cities to the recent recommendation 
of the present Secretary of the Treasury, Mr. Snyder, that futur 
issues of state and municipal bonds should be subjected Lo Federal 
taxation. 

The telegram I received from the clerk of the committee wit! 
reference to today’s hearing indicated that testimony was to bé 
limited ‘‘to methods of raising additional revenues.”’ I should point 
out at the outset that it is not within my province nor is it my inten- 
tion to comment or suggest ways and means of raising additional! 
Federal revenues. That is a responsibility of the Congress in th 
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ame way that it is tl responsibility of elected officials of local gov- 
ernments to raise the 1 sary revenues for maintaining and operat- 
ing essential municipal s es. In view of the inflated costs of ma- 
f LIS ipphi il | men vhich cities must b and th n 
ite problel ol I Liaries of city lover » tl 
is 1 CO ol i] every Ci mn it 0 ] aii 0 ~| 
miro i with exa san problem as th ed CrOV 
{ n I | t tT See ril ) | Ver it 
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} } , 


) | ; 
ia) 
\\ S I 
_ \ 
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Wh n | CO 
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) | ! site rhe Opi } 
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I pro] locale I 
o x . D , . | 
olice am ro > 
’ ) ‘ ' > ) ne , ) ' 
MMO} it ele ? ner © evo i C 
of this Na ) convinced that Fed on ot th 
constitution nvalid, economically unsound, and_politi- 
iestructive TI convinced that would inevitably | a 
nplete Federal control of local fiscal powers Chevy © COI 
I 
lt that it woul nerease local taxes, that it would produce no 
ant al Kederal | vente for SOLE 5) vears to core that tax 
rit rrossly nad some rie 


on through exempt securities has been 
‘rated. Finally, they are convinced 

of Federal-Stati City relations at this time wo Lid hamper 
lense effort. 

nth amendment to the Constitution of 
negress has also been of this opinion Even 
ted to the House of Repre sentatives in 1924, 
lution calling for submission of a proposed 


the torm of a jount resol 
rejected, Among the leaders of the 


n the issue was pres¢ 


ional amenament, tt was 
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present House and Senate membership in opposition were the di 
tinguished chairman of this committee and Speaker of the Hous 
Rayburn, Chairman Cannon of House Appropriations, Chairma: 
Vinson of Armed Services, Chairman Crosser of Interstate and Foreig 
Commerce, Vice President Barkley, and Senator Tom Connally 
chairman of the Senate Foreign Relations Committee. Congressma: 
Vinson, of Kentucky, now Chief Justice of the Supreme Court, an 
former Speaker Garner were also opposed. The same year, whi 
Senator Reed of Pennsylvania proposed an amendment to the reven 
bill of 1924, taxing State and municipal bonds, only 14 aye votes wi 
recorded 

As indicated previously in both the Seventy-sixth and Sevent 
seventh Congresses (1939-42) this committee did not even report 
the floor of the House the proposal advanced by Secretary Morge: 
thau. , 

Kleven years ago the subject was before the Senate of the Unit. 
States. Fifty-seven Senators were against the proposal. The nor 
partisan or bipartisan majority included the floor leaders and assista1 
leaders of both parties, Senators Barkley and McKellar and Senato: 
MeNary and Austin. Such outstanding Senators as Senator Harriso: 
chairman of the Finance Committee, Senators Byrnes, Carter Glas 
O'Mahoney, Bankhead, Connally, George, Pittman, and Wagner we 
opposed. . 

The report which the Senate supported in defeating the measur 
in 1940 opened with this forthright statement: 

We are of opinion that this proposal is economically unsound and that it 
unconstitutional. It is based upon a theory of tax evasion that is not support 
by the facts. Though it has been popularized with the public as a devic: 
obtain additional taxes from the wealthy, it would in reality place upon 
ind particularly upon the cities, a heavy burden of increased local taxati 
Stripped of its popular catch phrases, it would simply shift a further, and perha) 
unsupportable burden on the home owner and rent payer. 


states, { 


Two vears later the issue was again on the Senate floor. This tin 
by a vote of 52 to 34, the proposal to tax State and municipal bon 
was rejected by an amendment to the pending revenue bill of 1942 
sponsored by Senator Burton, of Ohio, now Associate Justice of t! 
Supreme Court. Included among those in opposition were leadi: 
Senators of both parties. Justice Burton then said: 

I believe the measure now before us for consideration is not constituti 
. * | wish merely to point to the fact that a decision of the Supreme ( 
clearly holds this to be unconstitutional, and that decision has bot been over! 
or modified in this particular. The committee, therefore, is asking us to act 
direct conflict with the Supreme Court of the United States on the assumpt 
that we can get the Supreme Court to reverse itself. 

For nearly 30 years, agitation for Federal taxation of State ai 
municipal securities has been repeatedly urged for completely varyi 
and different reasons—many of which had nothing at all to do wi 
the taxation of these securities. It is significant, and it should bi 
more than passing interest to the committee, that all of the reco! 
mendations proposing such taxation have originated in the ‘Treasu 
Department. Over the years there has been no hue and cry fro 
individual or any group of Congressmen or Senators for legislation 
this character. In the past 20 years, as a matter of fact, only 
handful of bills dealing with the subject have been introduced 
individual Members of the House and the Senate. 
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As far back as 1918, the reason advanced on the floor of the House 
taxing State and municipal bonds was that municipal bonds should 

1t be made more attractive from an investment standpoint than 
perty bonds. 

In 1924 its fervent advocates were primarily the utilitv companies. 


\t that time municipalities were making progress 1n taking over their 
il waterworks, light and power plants, and transit facilities. In 
this, the public had the advantage of low interest rates and, 
innaturally, the utilities came forward at that time with the 
yposal that the exemption of municipal bonds from taxation should 
topped \s mv preaecessor as president ot the Conference of 
ors testified n his statement before th Special Senate Com 
e in 1939 
i i \ i { i 
; | ; 
‘ i i i A Pe | i 
cia t ‘ ( al " 
1 if I ca i | 1 
i i al i i in ft 
oda \t ‘ ‘ ‘ 
S rat t i ( i Stat a i 
per ] at i i i lor ) 


Ihe Washington Da ly News, Ith vin editorial in 1tS Issue of January 
924, as reproduced in the Congressional Record, forcefully pointed 


If there ha bys a empt securit ea Fra 
s of « , ul ‘ | | 
1 be und lraulic power i 
i s i\ I & rig ey \ i 1 t 
re Ww Sta ( Day g , 
1939, 1940. and 1942. the Treasury referred mainly to “tax 
on” on the part wealthy’ holders of State and municipal 
$ At that tin hie L¢ timony presented to this committee 
Dr. Harley L. Lutz, professor of public finance of Princeton Univer- 


proved conelusivel\ that most of thre outstanding State and 
ls 


} 
( pal bonds were not pure hased hy a iew wealthy peopl nordaer 


sCu pet Federal income taxes \ great deal of the material submitted 
I committee | Professor Lutz in 1939 is as applicabli to the 
situation as it was then. The results of his study are printed 


1939 House he grings bec inning on page ilo and are commends d 


the attention of the committe 
Now, in 1951, the present exemption of these public securities is 
the ‘“‘loophole”’ ceategory without any formal statement as 


titutional issuc or any statement as to the amount ot revenues 


olved 
Che constitutional phases have been thoroughly presented by preced- 
tnesses. They have pointed out what was the intention of the 


rs of the sixteenth amendment and have summarized the control- 


nd leading decisions of the United States Supreme Court. Since 


ota law ye rl am not qualified to discuss this aspect of the ques- 
Our city attorneys, corporation counsel, and city solicitors are 
mous in holding that the sixteenth amendment to the Constitu- 
1913 was certainly not intended, either by the Congressmen 
proposed it or by the States which ratified it, to extend Federal 


itv to taxation of States and municipal bonds. They point 
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. 
with particular reference to the statement of Senator Borah in t] 
Senate of the United States on February 10, 1910, when the propos 
income-tax amendment was under consideration: 

To construe the proposed amendment so as to enable us to tax the instrumenta 

if the State would do violence to the rule laid down bv the Supre me Court 

i! drd vear wren h the whole (‘or Stitution trom its harmonious proporti 
yject and purpose for which the whole instrument was framed 


The Senate report, upheld by the Senate in 1940, emphasized: 


‘trine which prever States and Federal Govern: 


rs functions is one or! if \ The structure ot t he Ame 


nparalleled in political hist Our democracy is 
anced set of dual so . 
tenth amendme 
! If the 


is Federal fram 


Entirely aside from the legal issues just what would be the end resu 
from the standpoint of the cities, of Federal taxation of municip 
bonds? There is complete agreement on the part of all students 
the subject, including experts from the Treasury Department, that 
Federal tax on municipal bonds will increase the interest rates whicl 
cities would have to pay on their borrowings. It is conservativel 
estimated that this added interest cost will be at least 60 points—an 
there are many who are of the opinion that the increase will amount 
to as much as 100 points and perhaps more in the case of many coun 
ties, small towns, villages, school districts, irrigation and drainag 
districts, and so forth. That is to say, that if a city now markets i 
securities on the basis of a 3-percent interest rate, it may ultimate! 
anticipate that its financial cost will be increased by 20 percent 

If it costs any of our cities 2 percent to borrow money, the annua 
cost will be increased by 60 points or 33 percent. To my mind 
follows as simply as A, B, C, that this increase in the cost of runnir 
local government can only mean one thing to cities—inereased re: 
estate taxes. In New York, for example, when this proposal w: 
up in 1959, 1t was estimated that the additional cost of financin 
would be in excess of $14 million per vear and the tax rate wou 
have to be advanced 87 points. On this same basis it was estimat: 
that tax rates per thousand would rise from $95.20 to $96.93 or $1 
more in Chicago: from $27.90 to $30 or $2.10 more in Detroit; fror 
$36.18 to $39.15 or $2.97 more in Newark, N.J.; from $45.15 to $44.35 
or $1.23 more in Camden, N. J.; and from $52.54 to $54.82 or $2.2s 
more in Seattle. 

When these figures were compiled for the previous hearings befo 
this committee, it was estimated that the States and cities of th 
Nation would be compelled to pay ultimate tribute in the sum of 
$113 million annually; in the form of increased interest costs. 

Thus, we have this result. Interest rates will increase. Holde: 
of the bonds will get the higher returns—which would take care o! 
their Federal income-tax obligations. City treasurers would have to 
secure the added revenues to pay the increased interest rates. Lox 
revenues come mainly from property owners. So our real-estat 
taxpayers in our cities would be the ones who could ultimately foot 
the bill. Our municipal officials simply cannot understand the log 
or wisdom involved in such a proposal. 
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And for what fiscal vain? \ potent al immedi 
0 mulions in the next fiseal vea 
tically pointed ou 
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And now, I would like to comment on the political effects of t! 
Secretary’s recommendation. I want to be perfectly frank with th 
committee. City officials are fearful and apprehensive that if taxa 
tion of future issues can be enacted and upheld, resulting in no su! 
stantial Federal revenue, the second step would simply be for t] 
Treasury Department to propose and recommend taxation of out 
standing issues as a source of immediate revenue. The facts clear! 
show that in the past there was no real intention on the part of t! 
Treasury Department to stop at taxation of future issues for the ve 
logical reason from their standpoint that it means little or no revenu 
to the United States Treasury for many years to come. I am no 
questioning the position of the present Secretary of the Treasury « 
the present administration. I simply want to recite facts concernin 
which the chairman and some of the older members of this committ: 
are well aware. 

During the period 1939-42, when the Treasury Department’s r 
ommendations were being given consideration by both the Senate an 
the House, there followed this sequence of events: 

1. On June 28, 1939, Under Secretary of the Treasury John W 
Hanes told the committee before which I now have the privilege o 
testifying: 

It is not suggested that interest on outstanding issues be taxed. 


2. On January 18 of the same year, Mr. Hanes had given the special 


Senate committee similar assurances: 


Senator Brown. In other words, there is no disposition on the part of the 
Treasury to attempt to tax the income on the State and municipal bonds that hay 
heretofore been issued? 

Mr. Hanes. None whatsoever. 

Senator Brown. I am glad to have that made clear for there has been conside: 

ble talk about that question. That is the policy of the administration? 

Mr. Hanes. Yes, sir. That is certainly the Treasury’s position. 

Senator Brown. That has been mine and I am glad that you confirm it. 

Mr. Hanes. Yes, sir 

3. On February 20, 1941, Assistant Secretary of the Treasury 
John L. Sullivan stated: 

I would like to add that the proposal to discontinue reciprocal tax exempti 
* * * concerns only interest received from such bonds as will be issued in t! 
future It is not proposed to violate the moral obligations implicit in securiti: 
previously sold. I mention these facts because failure to keep them in mind ha 


some times resulted in misunderstanding. 

1. On March 14, 1941, when certain test cases were initiated agains 
Port of New York Authority bondholders, an official press release o! 
the Department reiterated that there was not “any reason to fear th 
imposition of taxes on obligations now outstanding.” 

5. On January 13, 1942, the Chairman of the Federal Reserv: 
Board, Mr. Eecles, told the mayors of the country meeting in Wash 
ington: 

* do m e how taxation can be levied in good faith on the ta 


empts already issued > i. 


6. With all these official statements, from early January of 1939 up 
to early January of 1942, is it not clear why city and State officials i 
all parts of the Nation were amazed to read the statement by th 
Secretary of the Treasury, Mr. Morgenthau, in Cleveland, on Januar) 
24, 1942, that it was now the intention of the Treasury to reques' 
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ongress to enact legislation imposing a tax on outstanding State and 
nunicipal bonds as well as on future issues. And on March 3 of 1942, 
vhen Mr. Morgenthau presented the administration’s tax program to 
his committee that is exactly what was recommended. Repudiating 
evious statements the Se retary bluntly said: 


. . Unfortunate tax-exemption clauses appeal i - 
Ssue of Federa ( rities and these pro: ses i st not be ate 
ase of State at 1 loca ‘ rities, however there Nas ‘ 
ral commitment bet é e Federal Govern: 
stat ana i rnmental author ( regarding I 
+ * » 
Thank God, from thi standpoint of our dual svstem of constitu- 


al government, this committee stood firm and rejected the vi 
recommendations then expressed and submitted. 
What assurance is there that exactly the sam pattern m ht not be 
theoming in coming weeks and months? Since the pending pro 
il has practically no immediate revenue significance oO! lmMportance, 
officials believe that their conclusious as to the possibli real intent 
istified on the basis of past experience 

lo those who discount the effect of proposed Federal taxation | 
int to read a letter that was transmitted to this committee during the 
rlier hearings by the city just across the river from Washington, 
DC Alexandria—when all of the above incidents were occurring. 
it serves as a graphi ‘ cample of } ist whi the States, cities, and « ounty 
yvernments are united in opposition to this continued and persistent 


on the part or the Treasury Department The letter wa 


r S 
cted to the distinguished chairman 5 days after Secretary Morgen- 
Ss Cleveland statement 
| Y \LEX 
I F RI L ey 
j }? i hington, D. ¢ 
Di R ( RI 1@ past thie e 
testi irt Wa and Mea ( ( iva 
» impose | XA ym our local se " a ( 
mseque ( i i xter e | 1 il i { 
i! ( Ipo! i a s ot the i ( i ! I 
her hand freasury Departme us of rec I 0 
at these fea ' inded or exaggerated 
On Monday, January 26, the City of Alexandria was faced with the grim rea 
at had heretofore beer n the realm of surmis¢ For on that i and 
re threat of a Federal tax on outstanding local securities the people of is 
istained a loss of appro. itely $52,500 on a comparat , i offer- 
$750,000 
These bonds, Congressman, were being issued by us to pay for schools, streets, 
vers that faced usa he part that our community must take ( perating 
he Federal Government in the expanding needs of the defens« progran 


00.000 of them were to pay a temporary oan, the proceeds of W ch were used 


construction Of a trunt ne sewer to serve Federal nousimg projects. Our 
( incil had determined to offer these bonds at a fixed rate of 2 percent and 
ere assured of bid ibstantiallvy above par. 
However, on Saturday afternoon, January 24, 1942, the Secretary of the Trea 
a fit to issue a p rk ( t hat the Treasu proposed the taxal 
f f re but a tanding ies of n cipal secur \ 
il the hewspa I ct equ ct of thi tort i a 
e following M lay morning I icipal t 1 irket practica 
i After prime N York City bonds had crashe ret ( 
{ I rading was rtua ispended e Ex ng Phe 
pa arke crashed a the exe Ari gee the ¢ 4 ( t 
aria With al t I , I g, Wa ( ‘ 
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Of 25 municipal investment firms which had announced their intention of co: 
peting for these bonds, we are advised by our New York correspondent, 11 wit 
drew altogether, 1 asked permission to withdraw their bid after it had alread 
been submitted on Monday morning, and 9 put.in revised bids, The high bidder 
was Goldman Sachs & Co. with a bid of 101.289 which reflects a 2.42 basis. J 
representative of the concern advised me his firm had originally prepared a | 
of 108.2 prior to Mr. Morgenthau’s statement of Saturday afternoon. I know 
manv other bidders who were prepared to bid 106 and 107. The net result 
ss of a cold $52,500 to the citizens of this community 
if Alexandria, on the same dav rejected all bids, which result 

nal expense to us. We did this because we Virginians are 

that the Congress of the United States would seriously 

proposal as is involved in the announced plan of tl 
we earnestly hope that your committee will promptly 


> my dutv as city manager of Alexandria to place before v« 
e Wavs and Means Committee, the eold facts in the light of 
; to what will happen to every State and municipality and 


try if the Treasury Department ever succeeds in its effort 


ocal securities within the taxing power of the Federal Govern: 
next time the so-called Treasury experts come before 

assure you that this proposal would involve little o 

ties, you will ask them: *“‘What happened to Alexar 


Cart Bupwesky, City Manager. 

There is a further fear on the part of city and State officials. If 
outstanding State and municipal bonds can be taxed what is there to 
stand in the way of ultimate Federal taxation of municipal earnings 
or even revenues? If a solemn contract between a citv and its bond- 
holder can be nullified by Federal taxation, cannot the earnings of 
municipal water plants, light plants, sewerage-disposal systems, gas 
plants, trolley, bus, and subway systems, ferry systems, toll bridg 
and toll expressways and all other similar public enterprises be sub- 
jected to Federal taxation? Should this occur, there is, of course 
complete destruction of the sovereignty of the 48 States and the 
political subdivisions. 

These fears that [ have mentioned have not only been voiced by 
city and State officials but they have been repeatedly expressed by 
members of both the House and Senate during the past 30 years. 

There are many city officials who hold that the ultimate issue pre- 
sented is not taxation, or municipal costs, or even Federal control of 
municipal securities. The method by which it is proposed to tax 
State securities—enactment of a simple statute involves CTAVE 
political consequences. Those consequences must be apparent to all 
schooled in our fundamental law, and they have been completely 
admitted in prior years by the Treasury and Justice Departments. 
When it is asserted that this statute must find its support in the prop- 
osition that the Federal Government has supreme power to tax thi 
States, then, we submit that they have marked out the course of the 
most direct march to centralized power that has ever been attempted 
in our political history. For whether or not the power to tax is the 
power to destroy the States, it is most definitely and certainly the 
power to control them. 

I shall conclude by quoting from the well-known message which 
Governor Charles Evans Hughes submitted to the New York Leg- 
islature: 
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place the power and 
mercy of the Federal ta 
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lo permit such see 
ations upon the borr 
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rite 
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lv solicit 


| wish LO thank the committee for this opportunity LO 
Ws 
Gentlemen, I wish to 


nference of mavors 
I have here 


thank you for hearing me on behalf of 
a number of from the mavors and 
incils of the various cities which I would like to submit for inclusion 
n the record, 


The CHAIRMAN. Without 
The communicat 
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Ciry oF MILWAUKEE 


Whereas, Secretary of the Treasury Snyder has recommended to the Ways a 
Means Committee of the House of Representatives that they consider imposi 
Federal taxes on interest paid on future municipal bond issues; and 

Whereas such taxation would be an interference with the constitutional sov: 
eignty of our States and would also be a further unwarranted extension of Fed 
control over local matters; and 

Whereas Federal taxation of future municipal issues will open the door for 
proposal that outstanding issues also be so taxed; and 

Whereas municipal bond rates of interest will increase as much as 1 percent 
such interest is to be federally taxed; and 

Whereas an increase of 1 percent in municipal bond interest rates would ra 
the cost of Milwaukee’s authorized 1951 borrowing program more than $1,300,00 
and 

Whereas it has frequently been concluded by respected tax economists that 
taxation of State and local obligations will result in a dollar loss to those gover 
ments that will exceed the Federal Government’s dollar gain (see, for exam) 
Tax Exempt Securities and Local Financing, by Harley L. Lutz, and Tax Exe: 
Securities and the Surtax, by C. O. Hardy); and 

Whereas the United States Congress on two occasions in the last 10 vears 
wisely acted to defeat proposals similar to Secretary Snyder's: Now, theref 
be it 

Resolved, By the common council of the city of Milwaukee, that the Congr 
of the United States be, and hereby is, requested to expeditiously defeat a 
proposed legislation that would have the effect of imposing Federal taxes on St: 
and local obligations or the interest paid thereon; and be it further 

Resolved, That the comptroller be and hereby is authorized and directed 
send a copy of this resolution to all United States Senators and Representati\ 
from Wisconsin and to all members of congressional committees that will consi 
the question of Federal taxation of State and local obligations. 

Enacted February 12, 1951. 


IDNEY CAMP, 
Vember of Congress, 

House O flice Build nd. Washina 

gorously protests effort of Treasury Department to tax municipal b 
The end result of such action will be additional tax burdens on local governm 
now hard pressed by inflation and narrowing sources of revenue due to conti 
inroads of Federal and State taxation. Some zealot in the Treasury Depart: 
has been pushing this for past 10 years and we sincerely hope you will a 


prevel 
Wituram B. Hartsrietp, May 


Ciry or Rocuester, N. 


The Honorable Daniet A. REED, 
Ho ise of Re presentatives, Washington, dD. e. 

DeAR CONGRESSMAN REED: It has been reported to me that Secretary of 
Treasury Snyder has again suggested to the House Ways and Means Commit 
that consideration be given to removing the exemption from Federal taxatio 
future issues of municipal bonds. This matter has been brought up at least tw 
before and volumes of testimony have been taken in regard to the probable eff: 

The city of Rochester concurs in the opinions which were expressed in 
previous discussions, that such taxation would not, in the final analysis, fall uy 
the holder of the municipal bond, but would fall upon the public at large thro 
increased interest rates. 

Studies made at the time the matter was discussed before indicated that 
removal of the exemption would undoubtedly cause an increase in interest ra 
of at least 50 percent of approximately 1 percent per annum on an average. 
was also felt that the taxing of interest on new issues inevitably would set 
precedent for further consideration of the taxation of issues already outstand 
and that this would upset the municipal market to a degree which would be hig 
unfavorable to municipal financing, 
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Rochester wishes to express its strong opposition to the taxing of municipa 
nd interest and would like to be informed if the committee intends to give serious 
sideration to this proposa 
Very truly vours, 
S B Dic KEI Vv 
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municipal securities constitutes an unconstitutional burden 
of State and municipal governments because the adverse eff 
al upon the borrowing powers of State and municipal government 
and certain in that it will increase interest costs and increase the bur 
upon real-property owners, and, 
trine of reciprocal sovereign immunity enunciated by 
United States over 130 vears ago, and violates the clearly expr 
Congress of the United States and of the several States in adopt 
amendment to the Federal Constitution that the power of Cong 


t taxes on incomes by virtue of said amendment was not inter 


therefore, violates the cor 
the Supre 


1 never apply to the obligations of State and municipal governments : 

rize anv additional burden on the several States in the exercis 
rights: and 

at +} 


t said proposal viol: s 1e CO! 


: common council is advised tha 
affirmed bv the Ur ited States S ipreme Court over a period 
the borrowing powers of the States and politica 
axatior Now, therefore, be 
i Yonke , meeting assemil 
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d vour committee 


PHARPE, 


Ciry or RicumMonp, VA 


NO I—-R14 rO CONDEMN PROPOSED LEGISLATION OF THE CONGRI 


INCOMES DERIVED FROM STATI 


NITED STATES IMPOSING TAXES ON 


SECURITIES 


Adopted February 12, 1951 


t has been brought to the attention of the council of the citv of Ri 


Cor gress of the U nited States of America Is now considering Ul 
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tion of legislation imposing taxes on incomes derived 
securities; and 
Whereas such a tax will be reflected in substantiallv higher interest rates upon 
is issued by the States and their municipalities, and such increase will result 
ibstantially increasing the tax burdens of citizens of the States and inicl- 
ies issuing bonds; and 
as such legislat n Wi also tend to make the States and t nici- 
ties and politica bdivisions subordinate to the United Stat« f America 
thereby do violence t e fundamental concepts upo hich the Na ul 
ernment was founded: Now, therefore, be it 
ved by the co he city of Richmond 
That if i= the opir f the counci of the CITY of Ricl it it , « ii- 
hould be enacted by the Congress of the United States of America ta g 
mes derived fron : f State and municipal securities 
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City or Paterson, N. J., February 21, 1951. 
Hon. Rosert L. Dovanron, . 
Chairman of Ways and Means Committee, 
House Office Building, Washington, D. C. 
Dear ConcressMAN: We are advised that there has formallv been presented t 
> ¢ tress the proposal that future issues of State and municipal bonds | 
ederal income taxation and the House Wavs and Means Committ: 
s February 26, upon the question. — 
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City or Fort Wayne, IN1 

Hon. Rornert L. Dovucuron, 
Chairman, House Ways and Means Committe 
Hous Of e Building, Washington, D.C 
Dear Sir: The city of Fort Wayne operates three pul 
c light and power, and sewage disposal. During the r 
which is still recent, repairs and additions to th mu 
ad be postpones au if i 


COnOoMIC co 


‘ 
necessity no alls loudly for these improveme! 


the Nat ‘ 


yndition confronts almost every city 
faced l [ est n, How ec: 
bviou 1 only, we - v the 


maintenal 
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At the present time, the city of Peoria happily is able to issue certain typ 
ants and bonds at a very favorable rate of 2 percent interest. I am inform: 

t authorities that if these securities become taxable, this inter 

would be at least double or more 

therefore, believe it my duty to inform you that we strongly oppose any s 


and trust that you will see fit to follow our su 


\ comp tel 


vy 
—_ 


estion. 


Josernu QO. MALONE, Maye 


‘Ty or CAMBRIDGE, Mass 
To Memb f the House Ways and Means Committee 


Dear Srrs: My attention has been invited to the fac 


that future issues of municipal bonds are 
me taxation, 
t unjust tax, because certainly nowhere in the C 
iments is there anvthing which would indicate Congress h: 


s is a mos 
and when you tax > bond ‘se you ar 


has made a careful r tl and informs me 
time to borrow rit f , , pe reent, we 


2% percent if these bonds are taxable 


ies a large burden of tax-exempt Federal property here, 
same facilities which we do to buildings paying taxes——an 
tection, { protection for their emplovees, schools for t 
ng a good municipality can do is do 
(,overnment, I find if diffie ilt to fe 
{ come in the form of greatly increas 


ipal reas that tl oul is with good scho¢ 
recreat facilities is beca 
P 


to be financed at low cost, and these bonds have been read 


nt items which I hope you will bear in mind when this matt 
comes before you, and also bear in mind this has been before several other ( 
gresses it is h instance these Congresses have acted wisely and refra 


from loading u he cities with additional expenses I hope you will gi 


bi I eatment as other Congresses 


urs, 


Ciry or Younacstrown, Onto, Feb 
A. JENKINS 
| sul ling, Washingtor dD ( 
posed to the administration proposal to remove exemption from Feder 


iture issues of municipal bonds. This would make increasingly d 
i! g of municipal projects and compel cities to rely more heavily up 
If Ways and Means Committee contemplates serious consider 


‘ 
would like opportunity to testify. 


CHaRLeEs P. HENDERSON, 
Ma jor, City of Yo ingstow? 


Ciry or YounGcstown, Onto, February 7, 1951. 
Congressman Tuomas A. JENKINS, 
House Office Building, Washington, D. C 


Since my own wire of vesterday, executive committee of Association of O] 
Municipalities has authorized me to voice strong opposition of association to pr: 
posed Federal tax on municipal bonds. It is quite apparent from statements 
heads of other Ohio municipalities that Federal taxation of city bonds would | 
most serious blow to local governments. 

Mayor CHar.Les P. HENDERSON, 
President, Association of Ohio Muni tpalities 
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Ciry or Winston-SaLem, N. C., February 6, 1 


Congressman Rorertr L. DouGuron, 
(Chairman, House Ways and Means Committee, 
Washington. D. C..: 
Placing myself and the administration of the citv of Winston-Salem on rex 
wou j remove mune pal bo 


as being unreservedly opposed to any action tha 
from list that exempts them from Federal tax 
; t prevent the carrving out 


Urgently request that vou use vour influence to | é 
f the Treasury Snyder's proposal to House Ways and Means Con 


secretary oO! ‘ l 
Les at municipal bonds be made subject to Federal tax 
Federal tax on municipal bonds would be detrimental to all 1 ‘ipaliti 
Cause would cause far-reaching effect o aies of the t 1 
I mate efter would be increa ! s tol a nd e mu 
: ’ i have to bear the | actio 
\IARSHA ( KURFE: 
Ml , Winston-Sa 
Le | y Ro RD, / 1. 
i] l ! I Do HTON 
( / Way , Vea ( , 
HH] e Office B ng, VW hington, D. ¢ 
My Dear Mr. Dovucuron: We feel that it would be unfair to the cities 
pose a new Federal tax on 1 ipal bonds. The financing problem of 
( ‘ wready tressed 
loa ear the city and the board of education issue several million dollar 
ixa ation warrants at a low rate of interest If a Federal tax is invoked 
er ra uuld have to be creased in order to make the warrants salal 
Other is iv fror e to also be ecessary This would cost the 
and ) idditional ousands of dollars that would have to be met by 
0 i fTaY Da ra 
| ae for i behalf of the « ind its taxpavers we rge vou to consider 
mat \ ve request that a | era 1X O! ul pal bonds be rejected. 
(, Henry Bioom, M of Rockford 
Cry ¢ TRENTON, N, J 
I PROTESTIN ro THI RENT TI | vi ) TAX CTE 
MUNICIPAL BOND 
Wherea ere has formally been presented to the United States Congres 
1 Osa rf re issues of State and municipal bonds to be subject to Fed 
e taxatio st municipal officials had assumed that this basic issue 
On September 19, 1940, the Senate, bv a vote 


ent ttied for a iong time | 
[ §2 34 1 si 


14 to 30, and on October 8, 1942, the Senate, by a vote of 52 to: rejecter 

D OSA ( tained in certain legislatior Now, however, the whole issue 
( l ed once ore It is difficult to see how the Congress would now 
Tere vy than it did in prior vears, In all the long history of the Supr 
('o ota e case can be cited that the Federal Government has the rig! 
ix State and inicipal bonds Certainly if municipal bonds are to be subje 

» Federal taxation, the only proper way is through constitutional amendment 
Whereas imposition of the Federal tax on municipal bonds would result imme 
ately in an increase in the interest rates which States and cities would have to } 
on future borrowings, and the burden of such a Federal tax would be largely o1 
increased fina 


roperty taxpayer, who would have to foot the i 
mducted in 1939, 1940, 1941, and 1942 indicated t] 

1 cities could expect an increase of up t 

is have never been taxed bee 


ler Lhe tudi ce 
he Federal tax were to be applie« 
rest rates The se classes of bom 





percent l ere 
state I ght u der the Constit ition of the [ rhite 1 States: therefore be it 
Resolved by the Joard of Commissioners of the City of Trenton, N. J., 1 
0 be and the same is hereby registered against this destructive prop 
the Treasury by authorizing and directing the city clerk to mail copies of 
) the Congressmen and S« ators of the State of New Jersev now re} 
e | ed States Government in Washington, D. C., which i: 
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We are fighting for a principle. We are protesting against further usurpat 
bv the Feder Government of the overelg powers ol the States 
I tie tle 1 to be recovered by the Government is small compared 
! ons tl cost the urban people of this Nation for all time to come 
| I rik ( Oo! ( I ( { il mind ra ( t he ( 
I t ’ ra ( i spend ‘ ( i i ¢ 
\ ( ed i mona Cale rail ot ( cone ( 
et i | ( i \\ i T ( } ar 
} ‘ by r 
\ 
nH. A. YAN ( V/ 
(‘iry ( } NX 
i £ ‘ col it ‘ I a ed b ove 
~ , ibdivisio und 
\\ onomists have estimated that the le of a F 
‘ 1 iM | t I ‘ ti ha 
i ! ere oO eq i t DDOroxi ‘ s 
‘ | ry yor , s ‘ ‘ ce o ~ ‘ mT ‘ 
and 
\\ ! ‘ i f ¢ trlotte 1 Meckler 
( withorized iced would amount to S2.148.750 
\\ re 7; taxa ‘ by . cipat in 7 fut re } 
Whi eved ited unv United States Supreme Court de¢ 
‘ ‘ t re i tt ( Vi of suel ‘ 
he { Trae 1? b Ste ywward the establishment of at 
j ‘ @ ( , ( P ment © COeTCiIO { 
‘ enim { st ea n ecipa er 
‘ rxat \ f { } 
NV. ¢ | t ( ere 
~ / Dt ( e re ‘ is t Seer e |] 
state i i I ‘ ederal (. 
Strate fir " ol th ig 1 CoO ma 
. ] , tted | ( 
Sena \ } ft iH , No Car 
R. Hoffma ck Charlotte, N. ¢ 
reg rie and « f a re idopted 
( ur tte XN ( re ir se ) ened 
i >] i ! | l b 3.3 it pag 
i i per gOS 
\\ ia the rporate t of ¢ r N. ¢ 
‘ mw 
R. H M ( ( 
Ci tock, Al / 
| VW ; 1. \ 
V/ /] {) j 
i} DD ¢ 
1) . \"\ , i ha tree Llied to ‘ i“ i Ne et 
‘a I ( tf Wa i i \ ins ¢ ’ ! ( the exeml 
bed su pal } 1 
( t e pa la) ea ise ! i 
ere > 1 ‘ i 
‘ ‘ r malt is trol ri LX-CNE | 
ere ( crenst ( i l rid ( ta btiirce 
i pUurpos vdad ‘ ederal coffers 
VW I ( f t ( l SO per i 
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( ongress from New Jersey oppose any legislation tending to remove such 
exemption or to otherwise exercise Federal control over municipal finances; a) 
he it further 

Resolved, That a copy of this resolution be forwarded to Senators H. Alexand 
Smith and Robert C. Hendrickson, to Congressmen Robert W. Kean and Hug! 
Addonizio and to the executive director of the United States Conference 
Mavyors.”’ 


Very truly yours 


City or Irvinoron, N. J. 


Hon., Roperr I DoUGHTON, 
House Off B ling, Washington, D. C 


Dear ConcressMan Dovcutron: If the proposed legislat ix 
municipal bond issues goes into effect it w cause great hardship on the n 
palities and especially real property that is already bearing an unjust propor 
f il taxat 

\ het i Irs to N J have nt past a iw wa rotes i } 

{ ongre to tax mu Ipal issues 
Res tbmitted 
Herpert Wy , 
Ciry or PortsmoutnH, VA 
RESOLUTION 
Whereas it has come to our attention that a proposal has gone to Congress t 
I M4 
f I sues of State and municipal bonds be subjected to Federal income taxati 
and 


Whereas never in the history of the Supreme Court has a single case beet 
hich supports the view that the Federal Government has the right to tax St 


and municipal bonds, but that the or proper wa o effect such taxatio 
rough constitutional amendment: and 
Whereas, aside from the legal phases, imposition of the Federal tax on mut 
mds would result immediately in an increase in the interest rates whic! 


ind States would have to pay on future borrowings, which burden would, it 


( iA he real-estate or property taxpayer: Now, therefore, be it 

Resolve That the council of the citv of Portsmouth, Va., go on record 
ypposing the proposed legislation and that copies of this resolution be se 
members of the House Ways and Means Committee, to the two Virginia Senat 
ind the Congressman from our district 

Adopted by the council of the city of Portsmouth, Va., at a meeting he 
February 20, 195 

\. P. Jounson, J City ¢ 


City oF WaTeRTOWN, N. Y. 


+ 


Whereas it has been proposed by the Congress of the United States to imp 
a‘Federal tax on all future issues of State and municipal bonds; and 

Whereas such a tax would impose an increased financial burden upon 
borrowing by the city or State resulting in increased tax payments by real-esta 
or property taxpayers, and also an increase of up to 1 percent in interest rates 

Resolved, That it is the consensus of this council that such a proposed tax 
Federal Government be opposed on the ground that such a tax would impos« 
additional tax burden on the taxpayers of this city and an additional finan 
burden on this city; and be it further 

Resolved, That a certified copy of this resolution be sent to the House Wa 
and Means Committee, to each of our Representatives in Congress, and 
United States Conference of Mayors, with the request that they use their | 
efforts to oppose such a move, 
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werto ? 
he citv of Watertown, N. \¥ und cle of t} 
tifv that the foregoing r t vas adopt 
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ee reject any proposal to remove ti prese! 
rovision of municipal bonds. 
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If the House Ways and Means Committee plans to give anv serious consid 
tion to this I ) titutional proposal the city of Enid will appr iate the or 
t | ent additional testimor \ r favorable attention and actio 
our ft j 1 i nic appreciated 

~ i 
HERBERT BARNE! V/ 
( ) { ID lOwA 
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City or Muskecon, Micu., February 19, 1951 
Hon. Joun D. DINGELL, 
Hon. Roy O. Wooprvurr, 
House Ways and Means Committee, 
Washington, D. C 
The City Commission of the City of Muskegon at last regular meeting wi 
on record as opposed to the Federal taxation of municipal bonds. Muskes 
Commission has consistently taken this position and is unalterably opposed 
any action that might tend to remove the present constitutional exemptior 
municipal bonds. Besides putting indirect additional taxation on local taxpay« 
any action of this kind might be the opening wedge to tax other sources of mut 
pal income and eventually tax the municipalities out of existence or make thy 


subservient to and dependent upon the Federal Government for their long-te: 


financing. On behalf of city commission and citizens of Muskegon I trust \ 
will do all in your power to kill off immediately any attempts to tax munici 
bonds 
E. J QUICK, 
Va yor, City of M iskegon, Vici 


say Crry, Micu., February 15, 1951 
Hon. Roy O. Wooprvurr, 
House O fice Bui ling, Washington, D. ¢ 

Dear CONGRESSMAN Wooprvurr: Our attention is directed that Secretary 
the Treasury Snyder has again suggested in his appearance before the Ways a 
Means Committee the taxation of State and municipal bonds. 

Most municipal officials are vigorously opposed to this proposal as the adopt 
of same would (1) increase one large municipal cost by about 50 pereent, (2 
would increase additional taxes should Federal taxes be imposed on certain its 


that are presently taxed by the individual States, (3) this proposal could well op: 


the way for Federal taxation of all municipal operated enterprises, (4) many vi 
municipal projects now financed by self-supporting revenue bonds would be imp: 
sible if the bond interest cost were increased. 

This present proposal is like that of former attempts, all decisively defeat: 
Likewise in all the long history of the Supreme Court not a single case cat 
cited which supports the view that the Federal Government has the right to 
State and municipal bonds 

The imposition of the Federal tax on municipal bonds would result. it 
immediate increase on future borrowings and the burden would not fall upon 
so-called wealthy bondholder but upon cities or States 

We trust you will concur in our thoughts and register your opposition in t 
important matter 

With kind personal regards and good wishes for yourself, we are 

Very truly yours, 
Crry or Bay Crry, 
O. A. KASEMEYER, 
City Comptroll: 


Ciry or Lexineron, Ky., February 20, 1951 
Hon. Nose J. GreGory, 
House O fice Building, Washinaton, > <. 
My Dear ConGressMan: I would appreciate anything you may be able to 
in defeating the proposed Federal taxation on municipal bonds. At the pres 
time we have an annexation suit under way in the city of Lexington, and if s! 


cessful in this suit we will be required to obtain substantial amounts of mon 


through a municipal bond issue. A Federal tax on these bonds would work 
great hardship on us and place an undue financial burden on the local proper 
owners 
With kindest personal regards and best wishes, I remain, 
Very truly yours, 


Tom G. Mooney, Mayor 
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City oF Pensacona, Fua., February 11, 1951 
Congressman ROBERT SIKEs, 
Washington, dD. Ci: 

I have been directed by the city council to communicate to you its alarm at th 
growing movement to remove the exemptions on income tax for the interest o1 
municipal bonds. The removal of this exemption will in fact be the taxing of th 
municipality which will be contrary to the intention of the writers of the Const 


tution. Should the income on municipal bonds be taxable the interest rat 
thereon would rise abruptly. The city of Pensacola contemplates selling in exces 
of $l'y million of bonds within the next year and any adverse effect on interest 
rates would be very costly to the city. Your resistance to any change in th 


exemption will be greatly appreciated by the city council and will be a great 
service to the citizens of Pensacola. 
O.LIveR J. Semmes, Jr., City Manager. 


— —— 


Ciry or Papucang, Ky., February 21, 1951. 
Hon. Atpen W. BARKLEY, 
e President of the United States, 
Washington, D. C. 

My Dear Mr. Vice Prestpent: The sources of revenue available to the cit 
of Paducah, like those of many other municipalities, are so limited that any add 
tional burden placed upon the owners of real and personal property subject t 
taxation will work a great and unnecessary hardship upon them. In an effort 
to furnish the governmental services demanded, and especially those facilitie 
which are immediately required because of the selection of the site of the Ker 
tucky Ordnance Works for the construction of the atomie-bomb plant, our peopl 
will be so overburdened by any additional taxation that any increased load 
however insignificant it may be, will be felt. 

It is understood that there is to be again presented a measure to tax futur 
issues of State and municipal bonds. We believe this form of taxation is not on 
wrong in principle, but if such taxes are imposed, the interest rates upon bond 
will certainly be increased and much of the ultimate burden will fall upon th: 
taxpayers. The borrowing power of municipalities will also be greatly impaired 
Feeling as they do concerning the proposed legislation, the members of the boar 
of commissioners have adopted a resolution opposing its passage. An attests 





copy of the resolution is attached. 

We sincerely hope vou will not favor such legislation which, we believe, is a 
indirect form of taxation against municipalities, and that vou will make know 
vour protests in such manner that thev can be assured of continued control 
their own financing without Federal interference. 

Yours very truly, 
Stuart Jounston, Mayor, City of Paducal 


[ION RELATING ro THE PROPOSAL WHICH HAS BEEN PRESENTED TO TI! 
CONGRESS FOR TAXATION OF STATE AND MUNICIPAL BONDS 


4 RESOLI 


proposal that future issues of State and municipal bonds be subject to Feder 
income taxation; and 

Whereas the imposition of the Federal tax on municipal bonds will great 
increase the interest rates which cities would be required to pay on future borro 
ings, and consequently the burden o such tax measure will fall upon the owne: 
of real estate and personal property: Now, therefore, be it 

Resolved, That the city of Paducah protest against the proposal for the taxatir 
of municipal bonds by the United States Government, and that the Mayor | 
authorized to transmit to the Honorable Alben W. Barkley, Vice President 
the United States; the Honorable John R. Steelman, Executive Assistant to t! 
the President; the Honorable Noble Gregory, Congressman from this district; at 
the Honorable Virgil Chapman and Honorable Earle C. Clements, United Stat 


Whereas it appears that there has again been presented to the Congress 
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nators:; and the member f t House Ways and Means Commit ett 
g them to oppose the as and that he also transmit to each cop 
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I, Clifford A. Centen, the duly elected, qualified, and acting City Clerk of th: 
City of Green Bay, Wis., do hereby certify that the above resolution is a true, 
correct, and compared copy of a resolution adopted by the mayor and council of 
the City of Green Bay, Brown County, Wis., at a regular meeting held February 
20, 1951. 

[SEAL] Currrorp A. CENTEN, City Clerk. 

Dated at Green Bay, Wis., February 23, 1951. 


Criry or Mertp1an, Miss., February 22, 1951. 
The Honorable Witt1am CoLMER, 
House Office Building, Washington, D. C. 
Drar CONGRESSMAN: As spokesman for the city government of Meridian, 
I wish to convey to you, as well as to all the members of the House Ways and 
Means Committee, our strong protest against the proposed taxation of State 
and municipal bonds 
The principal source of income for cities is the ad valorem tax and a larg: 
proportion of that tax goes for the servicing and retirement of municipal bonds 
It is common knowledge that cities everywhere must struggle to keep this tay 
from becoming confiscatory. Making the proceeds of such bonds subject t 
Federal tax, would immediately increase the interest cost and partially destroy 
the market for such securities. 
We think this tax would be a direct invasion of the constitutional rights of 
States and cities and we seriously solicit your strong opposition to the measure. 
Very truly yours, 
L.. B PAINE, Vayer. 


Ciry or LincoLn Park, Micu 


Resolved, That the mayor and council of the City of Lincoln Park, Mich 
hereby record their protest against any legislation to tax municipal bonds, sine 
uch action would wrench the whole Constitution from its harmonious proportions 
and would destroy the object and purpose for which the whole instrument wa 
framed; and further 

Resolved, That certified copies of this resolution be forwarded forthwith to the 
Honorables J \. Dingell and Roy O. Woodruff of the United States House of 


Represent 


that the foregoing is a true and exact copy of a resoluti 


mayor and Common Council of the City of Lincoln Park, at the 
held under date of February 13, 1951. 
Joun M. O'Connor, City Cle 


/ 


Mount Airy, N. C 


PPOSITION TO THE Proposep Tax oN Municipat BoNnpbs RY THI 
LOwN OF} NIoOUN’ Army. N. © 


ng made at this time to pass legislation to tax the inco 
Vv, and mur cipal bonds 
are at this time pressed to meet their obligatior 
left to them to derive tax income 
income from the sale of said securities would work a 
great hards! on the said municipalities, and it would make it impossible for 
them to carry on in the same efficient manner that is required 
Whereas it has been estimated that the levving of such a tax would result in ar 
increase in the rate of interest that would have to be paid by said municipalitic 
of about $2 for every $1 that the Federal Government would gain thereby, now 
therefore be 
Resolved by the n board of Mount Airy, N. C., That our Senators and Congres 
men be requested to oppose such legislation for the taxing of State and municipa 
bor Is 
Further, that a copy of this resolution be forwarded to the two Senators and 
the Members of the House from North Carolina 
> H ‘lerk to the Board of Commissioners of the town of Mount Air 
N, ¢ do hereby certify that the above is a true copy of the resolution passed by 
the said town board on February 21, 1951 
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Witness my hand and corporate seal of the town of Mount Air N. ¢ 
22d day of February, 1951. 
SEAL] J.C. Hity, Town ( 
Lown oF ARLIN yw, M Fel 
Ropert L. DouGcuron 
Chairman, House Ways ar Veans Committ Washington. D. ¢ 
year Sir: As chairman of the House Wavs and Mea Committee. we 
id e you that the board of selectmen are unanimously oppo ito the proposa 
rently before your committee to impose a Federal tax mu ipal bond 
\\ ive writt he Se¢ rs and Congresswoman represe! ! I ! 
esting them to support r position in this matter 
our firm opinion that the repeal of the traditional exemption of State 
inicipal bonds and s¢ rities from Federal taxatio ¥ | be a grave err 
vrie icl i i ire aireadady overt ra ea qua 
ems 
Vi ty 
BRoaARD F SEL} 
FRANK K. N 
( F PUE! ( Fel 
kDWIN ( JOHNSON 
Borrowing is more difficult for the t than the Federal G 
he cities are attempting to pay off their ebtedne | 
hould remain tax- 
Axatlo oop e sec! t I l i 
ant, I t e ad | é 
e securities m I 
i Oppose il 4 ) it eT i | 
( | 0 Lhe Wa \I i { mim tes ) i 
l am I f ( rad 
ted de , 
Yours 1 
loun Oniver H ( 
_ Taxa | 
i i rai t i 
LLARRISBU R¢ I 
eSo _ 
is ( y ( Harr Pa i 
, e Secretar e Treasury of the | 1 Sta , 
bond ib ! Federal i ‘ ix: and 
A ul 1 pro} i saopted | e Conegre i ( i 
i expe i ) lderablk creas ( ( rate \ \ 
1 to pay Oo l pai | i wa 
eas if such proy i adopted by the | re {Fe 1 
in increased Federal i: e-tax burde ixpa e and 
is if such pr posa adopted bh e { ) ress ) if 4 . race f 
verelgnty VA rent in <« I | ra =\ ) 
erefore by 
That cit pposed to proposa s f 
of the | ed Sta ‘ come f 1 pa i 
i come tax; and further 
Phat the 1 r be directed to comm i | ed Sta 
I Pe i i and the C ongre man fr ‘ { 
ul Distri indica e positio f 
ya py ol 
i the mot 
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also realize that in times of stress there is a danger that earlier sound decisi: 
may be overthrown. Taxation of municipal bonds can only result in handicap; 

the vitally important expansion of water lines and sewers in Texas cities and 1 
development of other facilities essential to our growing popvlations, Furth: 
more, we believe that the proposal is one for the further invasion of the right 
our citizens to determine and control the operation of their local affairs, a rig 
which is held particularly dear by Texans. 

We in Dallas sincerely hope that we shall have vour cooperation in prevent 
the acceptance by the House W avs and Means Committee or by the Congres- 
a measure which would have such serious results to our people. 

Sincerely yours, 


W. H. Savace, May 
Mr. Esersartrer. Mr. Chairman? 
The Caarrman. Mr. Eberharter 
Mr. Eseruartrer. Mr. Lawrence, in my opinion, you have ma 
a powerful presentation against the Treasury Department’s propos: 
[ might add that the United States Conference of Mayors has be: 
very well represented by you today as well as has the city of Pitt 


burgh, my home town. 

Now, aside from the legal questions involved, and aside from t! 
revenue that the proposal might bring, it seems to me that one 
the most important statements vou have made is contained on pag 
10 of vour presentation. As vou read it, vou gave a good deal « 
emphasis to that particular point, and I would like to quote it agai! 


Thus, we have this result. Interest rates will increase. Holders of the bo: 
will get the higher returns, which would take care of their Federal income-ta 
obligations. City treasurers would have to secure the added revenues to p 
the increased interest rates. Local revenues come mainly from property owne 
So, our real-estate taxpayers in our cities would be the ones who would ultimat: 
foot the bill 

Because I think that is so important in our consideration, I hay 
called it to the special attention of the committee 

Thank you, Mr. Lawrence. 

Mr. Lawrence. Thank you, Mr. Eberharter 

\[r. Simpson. Mr. Chairman. 

The CaarrmMan. Mr. Simpson. 

Mr. Simpson. Mr. Lawrence, you have made a most vital cont! 
bution to the committee’s study of this problem. I want direc! 
to indicate my extreme satisfaction with your presentation, sir. 

Mr. Lawrence. Thank vou, Mr. Simpson 

The CHarrman. Thank you, Mr. Lawrence, for the help you hay 
given the committee 

Mr. Lawrence. Thank you, Mr. Chairman. 

Mr. Coorrer. Mr. Chairman, [ would like to ask unanimous co! 
sent to have included in the record a letter from Governor Browni! 
of Tennessee on the subject. 

The CuHatrMan. Without objection, that will be done 

(The letter referred to is as follows:) 

TENNESSEE EXECUTIVE CHAMBER, 
Nashville, February 20, 1951 
Hon. Roserr L. Dovenron, 
Chairman, House Ways and Means Committee, 
Housing Office Building, Washington, D. C. 

Dear Str: We are advised that your honorable committee will, on Februa 
26, 1951, consider the proposal of the Secretary of the Treasury to tax incor 
received from future issues of State and municipal bonds. 

On behalf of the State of Tennessee and its political subdivisions, we desire 
register a vigorous protest against the proposal. 
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States and municipal governments will, in the event of such a tax, be faced v 
necessity of conducting their public fina ng in unfavorable markets and at 
increased cost as to become an unbearable burden on all small communitie¢ 

i to greatly restrict the larger ones, all at a time when thev can least afford 

great a handicap 

We, therefore, respectf request that nothing be done t listurb a rela 
between the Federal a ocal governments which has proper ed 
founding of the Repub 

We further request that t! protest be presente " 

und be filed as par f record of ir proceed 


Respectfully 
GORDON BROWNIN Governo \W N. Eusesg, Si 
H. BEILER litorney Genera WILLIAM VAN VJ er Fur } 
Board; Cepric Hunt, Member Funding Bo James H. Cem 
MINGS, Member Funding Board. 

Mir. Cooper. Mr. Chairman, I would also like to ask unanimous 
onsent to have included in the record at this point quite a number of 
tatements, telegrams and letters from roverhnors ana othe offie ais 
vhi h have been rece ived by the cle rk. 

The CuarrMan. Without objection, that will be done 

The statements, telegrams, and letters referred to are as follows 

THe NATIONAL ASSOCIATION OF ATTORNI CGENERAI 
hicago I Fe I 14. 19 
CONFIRMATION COPY OF TELEGRAM SENT TO ALL ATTORNE' NERAI 


e National Association of Attorneys General in 1938 adopted a resolut 


gly Opposing attempts of Federal Government to tax income from State ar 
il securities and approved efforts of the Conference on State Defense opp 

ition of this tax Fight has been renewed by Federal Gover 

irv Snvder’s state t on February 5 before House Wa ind Mea 

tee Hearings to be held by committee Monday February ’, Deg 

)a.m. on Treasury proposal Thursday, February 15, last day to appl 
ice OI committee calet iar ort » file novice of intentior o nile il t t 
tax If vour State necurs in Opposing the imposition of the Federal tax 

st you notify Chairman Robert L. Doughton immediately concert v 

‘ to file state ind that vou send in stat ( prior Ml i 
rings with coy of vour delegati« in Congre 


PHOENIX, Ariz., Febr lf } 


Care Ne ; ; / Q, at G , ‘ ; / ] As j \ 
é yhiectior i State Ar 1 to 1) on of iv, 1erTa ia D ( 
State and loca eC State ent in suppor of Ar ma hiec ‘ 


WILMINGTON, De! Fel 
Harry MceMr N 
Vational Associatio f Attorney Gene 


1313 East Siztieth Street, Chicago 


Delaware’s Representative in Congress and Senators have been advised | 
lice of State’s opposition to Secretary Snyder’s statement concerning Federal 
ition of State and local security income 


Vincent A. THEISEN 
Chief Deput 
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Time has not permitted full and complete treatment of the questions raised | 
this proposal in the brief which I now submit. However, I am convinced t! 
further research and presentation would only result in lengthy corroboratior 
the principles therein established 

Very trulv vours, 
GorDON M. Tirrany, Attorney General. 


BRIEF OF THE ATTORNEY GENERAL OF NEW HAMPSHIRE IN OPPOSITION TO Pt 
POSAL TO TAX OBLIGATIONS OF STATES AND THEIR GOVERNMENTAL Sut 
VISIONS 


I. It is basie to our dual form of government that the States will respect 
Federal Government and the Federal Government the State, as each carries 
ASSIZI * inherent funetions under the Constitution 
iat a State is without the power to tax the Federal Gover 
governmental functions undertaken bv the latter The pr 
‘onclusion is cogently stated by Marshall, J., in /’¢ och 
316, 4 L. Ed. 579 
ver to tax involves the power to destroy ¥ fis a] prope 
nied” (4 L. Ed. at 607 
reciprocal of the foregoing principle was stated in Po ock Vv Farme rs Lo 
t Co. (157 U. S. 428, 39 L. Ed. 759 
titution contemplates the inde pe ndent exercise by the Natio 
allv, of their constitutional powers 
annot tax the powers, the operations, or the property of 
the means which they employ to carry their powers into exe 
held that the United States have no power under the Constit 
the instrumentalities or the property of a State 
corporation is the representative of the State and one of 
instrumentalities of the State government It was long ago determined that 1 
property and revenues of municipal corporations are not subjects of Feder 
taxation’ (39 L. Ed. at 820 
The d rit hus asserted have been assiduously followed See, e. g., Ind 
Voto ‘ \ nited States (283 U.S. 570, 75 L. Ed. 1277), where the Cou 


established principle of our constitutional svstem of dual governme 

trumentalities, means, and operations whereby the United Sta 

rovernmental powers are exempt from taxation bv the States, a 
entalities, means, and operations where by the States exert 


ging to them are equally exempt from taxation by 
Chis principle is implied from the independence of the Natio 
Governments within their respective spheres and from the provist 
which look to the maintenance of the dual svstem.” 
\ C'ameron Cou nty Water Improve ment Dist il Vo. One 
Ed. 1309, 1313). 
anguage of Justice Douglas is directlv in point and cannot 

s applied to State activity in its governmental sphere: 

s on entering the Union surrendered some of their sovereignty 
irtailed as various amendments were adopted Sut the ter 
vides that ‘The powers not delegated to the United States by 

" t l nor prohibited bv it to the States, are reserved to the States 
spectively, or to the people.’ The Constitution is a compact between sovereig! 
The power of one sovereign to tax another is an innovation so startling as to 1 
quire explic it authority if it is to be allowed. If the power of the Federal Gover 
ment to tax the States 18 cones ake 1. the reserve d power of the States guaranteed 
the tenth amendment does not give them the independence which they hay 
always been assumed to have Thev are relegated to a more servile stat 
They become subiect to interference and control both in the functions which th 
exercise and the methods which they employ. Thev must pay the Feder 


powers belor 


Government for the privilege of exercising the powers of sovereignty guarante: 
them by the Constitution, whether, as here, they are disposing of their natur 
resources, or tomorrow they issue securities or perform any other acts within 1 
scope of their police power” New York v. United States (326 U. S. 572, 90 L. | 
326, 341 

The State of New Hampshire feels, consistently with the principles clear 
enumerated in the cases noted above, that the proposed measure strikes at the v 
core of our constitutional system and should not, therefore, be countenanced 
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SALEM, Orec., February 16, 195 
nments, 
Fast Sirt eth, ( hicago: 

egrams with Austin J. Tobin, secretary, Conference on St 
ghth Avenue, New York, re Federal tax State and 
hearing continued to Monday, 
r, Saturday, February 
terests ar ad 


te 
( 


mule 
February 26 and meeting 
24, to coordinate testimony. Prop: 
would consider sending expert representativi 
necessary Air mail follows enclosing copies of letters git 


DoveLtas McKay, Gor 


Executive DEPARTMENT 


Salem, Oreg., Feb 


7 
Y 


ry 15. 19 
itor, Washington, D. ¢ 
been advised by Austin J. Tobin, secretary, Conferences 
Avenue, New York, that the House Ways and Mea 
sider the Treasury's proposal to tax State and municiy 
been continued to Monday. 
‘opposing the proposal will be held Saturday, 
ler, to exchange views ar 


February 
February 
d coordinate testimony. I ha 
a similar effect from Frank Bane, executive director, Cour 
1313 East Sixtieth, Chicago, Ill The Attorney Gener 

» a like effect : 

vy affects Oregon’s finances 
» over 832,000,000 Pu 


authorizing a soldiers’ | 


(At the present time our bond 
rsuant to a vote of the people at 
onus and loans, and contemplat 
iction program, an issue of appro 
ve necessary, or a total of $176,000.00 
ss. This will bring Oregon from the twenty-sixth posit 
for per capita indebtedness, t 1e second positior Delaw 


tinue our highway cor 
additional bonds will | 


re are approximately $118,000,000 municipal bonds 
ding. Just what the icipalities have in mind as 
conjectural, but it will be considerable 
hat a tax on these bonds will do to our financial str 
State, as it would mean a k ) veral milli 
tax is imposed. 


at d Wis 


m of the ness of the situat 


xpert representative to Washingtor 
iteiv necessary Hlowever 

our experts are needed here 

F t to send a representat 

would seem hg | * States no are 

y interested and that testimony probably wil 


‘+h would cover any contribution our representat 


ir situation to the committee and kee 


» me informed of 
bys 


cetera, it will be appreciated, as 


Douctas Mckay, Go 


OFFICE OF THE CrOVERNOR, 


1, Utah, Feb 1 ) 


4 iv, 4 


a copy of a letter that was prepared by the St 
proposa of permitting 


accord with tl 


Federal tax on State a 
e position taken DY he tax comn 





REVISION 





YY) REVENUE REVISION OF 1951 


vo 
SaLem, Orec., February 14, 


‘onte rence on State De tf, mes 


giy oppose [reasur 
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Whereas the impact of the combined levies often results in extremely high k 
and fluctuating levies and from year to year: Therefore, be it 

Resolved, That the Oregon Finance Officers Association in its fourteenth an: 
conference go on record as favoring and urging that a movement be started 
bring about close cooperation between city and county governments and sc! 
districts in coordinating their budget planning particularly with referenc 
capital outlay programs; and be it further 

Resolved, That copies of this resolution be furnished through proper chann 
budget officers and budget committees of local governments throughout the Sta 


SIX PERCENT LIMITATION 
Resolved, That the Oregon Finance Officers Association in its fourteenth anr 
conference go on record as favoring legislation enabling the establishment of a: 


property tax base under the constitutional 6-percent limitation. 


CASH WORKING FUND 


Whereas the first turn-over of tax moneys occurs approximately 6 months af 
the beginning of the fiscal year; and 

Whereas this delay necessitates borrowing on the part of local government 
units for current operating expenses which is an unnecessary expense; and 

Whereas such borrowing could be eliminated by the establishment of a 
working fund: Therefore, be it 

Resolved, That the Oregon Finance Officers Association in its fourteenth ant 


; 


islation permitting the establishment of a cash working | 
rowing unnecesssry for current operations. 


conterence fav rs leg 
in order to make bor 


DISRURSING PROCEDURES 


Whereas the present system of disbursing funds of political subdivisions is « 
moded; and 

Whereas much confusion and duplication of effort has resulted from complia: 
with the present demands of the law as interpreted by the courts and the attor: 
general: Therefore, be it 

Resolved, That the Oregon Finance Officers Association direct its president 
mmittee to make a study of the law governing the procedure of 


appomt a ce 
s of political subdivisions with a view toward simplifying and moder 


bursing fund 
izing it. 
MUNICIPAL BOND INCOME TAXATION 


Whereas pending before the Congress of the United States, there is a b 
make the income from municipal bonds subject to tax: tion the same as the b 
of private corporations; and 

Whereas the removal of the existing tax exemption will greatly increase th« 
of municipal government and result in higher interest rates and ad valorem ta) 
and 

Whereas on previous oceasions, the Oregon Finance Officers Associatior 
adopted resolutions opposing such legislation: Therefore, be it 

Resolved, That the Oregon Finance Officers Association reaffirms its for: 
position and hereby reiterates its opposition to any legisletion which would 
the income from municipal bonds subject to Federal taxation. 


Carson City, Nev., February 14, 195 


tonerRT L. Dovucnton, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Re Federal taxation income from State and local securities. This office stror 
opposed to such taxation because it would seriously increase cost of State and | 
financing and undermine their ability to finance needed improvements and furt 
subject State and local governments to Federal control. Please submit | 
telegram as my statement in opposition to such taxation at committee mect 
on February 19 

W. T. MarTuews, 
Attorney General of Nevada 
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Congressman Rorert L. Do HTON. 
Hlouse of Represe latives Wasi ngtor DD ¢ 





On behalf of the State of Colorado I strongly oppose proposed legislation to 
tax income from State and loca] « tic Tax would ser 1s crea f 
State and local financing without vielding anv appreciable Federal revenues 

t ears Increas I ui Costs would undermine ability of loca governme 

finance needed improvements and would further « ibject State and loca 
ernments to Federal contr Would appreciate having this Statement read 
record at hear efore House Ways and Means Committe learing ) 
matter scheduled { I irv 26 


\s attorney General of the State of Minnesota, I wish to he r orded in ¢ 





to the proposed imposition of a Federal tax involving State and local secur 

In my opinion, such a tax would unwisely increase the costs of hinancing 

ite and local projects and encroach upon State and local powers lesting the 

stitutionality of the proposed legislation. if enacted, will result in extended 
tigation It is obvious that the enactment of ; ich a tax and litigation result 


therefrom would have a very adv. rse effect upon the needed coon. ration betwee 
State and Federal Governments 
J. A. A. Bri RNQUIS1 


Attorney Gene rat of Vin nesota 


H Of¢ By Washington. D. ¢ 
S ngly oppose | osal " State and municipal bond We 1 appre 
i ir effort " f de " his measure 

Oxey L. Patrsson, 
( ry ( We 4 sense 
g 
ee 


ai iy I Ve a7 (0 ” 


~ House of Representativ Washington. D. ( 


Dear Mr. Cyarrman: I a iosing herewith a telegra; Vhich I ha 
1 fron Lake J Ira r, mavor of Re \ l N Mex and 
l pal Le igue int it State 
] fe re ft it ft I S ler i ! £ apou i itt ax a 
i IDAGIVIsSiO isl f vould be d astrou Sines Mayor Fra er asked 
league’s stand on t matter be put i e con e record, I am for 
his telegrar 
ihank vou always f Ir favors to me 
Yo rs ver ur 
Joun J. Dempsey, Member of ( yngre 
Roswe.u, N. Mex.. F, 15,1 
Joun J. Dempsey 
HT e of Repre ? f i hinotor dD. ¢ 
Municipal League pr attempt by Federal Governn O tax 1 
palities directly or lire particularly Treasury proposal to tax mu pa 
is scheduled for ur \Mlonda lease file tl protest w mn é 
1 regards 
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STATE OF MICHIGAN, 
Lansing, February 22, 1951. 


Hon. Rospert L. DovGuron, 
Chairman, Committee on Ways and Mear 
The House of Re presentatives, 
House Office Building, Washington, D. ¢ 
Dear Srr: In conformity with notice of intention set forth in my letter of 
February 16, 1951, we are herewith enclosing original and two copies of state 
ment upon behalf of the State of Michigan in opposition to the proposal to ta 
} 
i 


State and municipal bonds, hearing upon which is scheduled before the Wa 
and Means Committee on Monday, February 26. Your cooperation brir 
apa, re i 


to tl attention of the committee will | ‘ reciated 


Very 


STATI I it Y IN OPP¢« 
AX STATI NICIP BoNbDs 
of Michigan and 
mrrimittes to the pre 
i have upon t 
reased bur 


55.000,000 
lv author 


atior 


CMD CMD OD 


iT 
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securities, and this letter will authorize your including me among those who ar 


It seems quite unlikely at this time that I will be able to attend the heari: 


Joint STATEMENT OF Epwarp F. Arn, GOVERNOR OF KANSAS, AND HAROLp | 

Farzer, ATTORNEY GENERAL OF KAN , TO THE Ways ano Means Cow 
PRESENTATI\ IN OPPOSITION TO THE PRoPO 

HE SECRI RY OF THE Treasury To Tax tue INcom 9 STATI 














l f fact that we are unal ut l e hearing toda ve th 
} stems ' ts relating to the pr 
It > re i I re ry wsurv to ti ) of State il | tl I icipa 
We f hat proposal to tax State and inicipal bonds is another att 
I t Federal Governn t to further croach upon the power of State a 
al g I s under the guise of an « rgen t 1 for taxes and spend 
We be ve t proposed tax would be in violation of firmly established 
tit il pr ple lich have been announced and followed by the Supren 2s 
Court of the United States almost since the inception of our Federal Governm 
The proposed tax would, without question, increase costs of operation to | 
units of government in Kansas and would undermine their ability to finance pul 
provements which will be needed in the future \t the present time, bonds 
political subdivisions in Kansas are issued with an interest rate of between 1 ar 
2 percent per annun Chev have an immediate market value at this rate of int 
est of par value and accrued interest If the income from these bonds were taxal 
as proposed by the Secretary of the Treasury, the interest rate would be great 
creased Moreover, the ad valorem tax levy for bonds and interest upon t o, 
tar le assessed valuation of a particular political subdivision would be increa 
r) ! I rease the tax upon property owned by individuals in the pol @ | 
il subdivisions Likewise, if the interest rate of bonds of political subdivisi 
vas grea reased, it would in turn increase the income tax the owners or hé 
ers of su honds would be required to pay to the Federal Government We 
it believe the additional revenue which might be received by the Federal Gover 
ment, if the proposed tax be adopted, would in anywise justify the increase 
valorem tax levies upon property owned in State and local governments. 
0 vuuslv. the increase in revenue to the Federal Government from such a 
upon the income of municipal bonds issued by Kansas political subdivisions is 
the end ght by the proposal, since the total amount to be derived from t 
source would be relatively infinitesimal, and could be saved many times over ' 
nlv slight economy in the operation of the Federal Government Vel 
We submit that if the proposal of the Secretary of the Treasury is adopted 
Congress, all power to issue bonds by State and local governments would be great ‘ ¢ 
curtailed, if not in fact ended, thus leaving the Federal Government without « 
petition in seeking investors willing to loan money on public securities at a 
rate | terest r 
The vital and fundamental principle involve 1 in the proposal of the Secretary 
the Treasury to tax the income from municipal bonds is vastly more import 
than the immediate result of increasing the interest rate on munjcipal bonds is 
by Kansas political subdivisions and other sister States This vital principl 
that the exercise of this taxing power by the Federal Government could arrest 
power of the States and render their sover n and independent action imp 
and 
STATES CANNOT TAX FEDERAL SECURITIES 
Che Supre Court of the United States in the past has consistently held 
the State | 1 not | ar form of taxa se a burde Ipo i art of 
publi i nal det Che authorit cited her ure t exhaustive, | 
‘ 1? i rT r clear ana 3s of the reason of the prohibition aga 
« ’ ; i 4 : 


‘In Home Saving Bank v. De Moines (205 U. S. 503, 27 S. Ct. Rep. 571, 5 
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within the same territorial limits, are separate and distinct sovereignties 
separately and independently 
The former in 
limits ¢ 


a 
of each other, within their respective sp! 
its appropriate sphere is supreme; but the 
f their powers not granted, or, in the language of the tenth amend: 
‘reserved,’ are as independent of the General Government as that Gover 
within its sphere is independent of the States.’ 

Phis is q 1ioted in Van Brocklin v. Anderson (117 U.S. 151, 178 (29:845, 8 
and the opinion continues: ‘Applving the same principles, this court, in / 
States v. Baltimore & O. R. Co. (84 U.3.17 Wall. 322 (21: 597)), that a mur 
corporation within a State could not be taxed by the United States on the 
dends or interest of stock or bonds held by it 


States, withir 


in a railroad or canal com) 
municipal corporation was a representative of the State, creat: 
the State to exerci 


if 


because the 


se a limited portion of its powers of government, and ther 


ike those of the State itself, were not taxable bv the United Sta 
rhe revenues t 


hus adjudged to be exempt from Federal taxation were not 
‘Ives appropriated to anv specific public use, 


state or Dy 


= revenues 


nor derived from property 
the municipal corporation for any specific publie use, but 
he general income of that corporation, held for the public use in 1 

all property and income, belonging to it in its municipal char 


held The 


reasons for exempting all the property and income 
inicipal corporation, which is a political division of the 
taxation, equally require the exemption of all the 
National Government from State taxation.’ 

le Nat. Bank of New York v New York (121 I S. 138, 162 
court said: ‘Bonds issued by the State of New York, or 
by its public municipal bodies 
of the Government, and are not 


~ 


propert \ 


OO4 this 


its authority , are means for carrying on the w 
taxable even by the United States, and it is 

a part of the policy of the Government which issues them to subject ther 

taxation for its own purposes 


The question In Bonapa le Vv Appeal Tax Court of Baltimore (104 U 5 
4. . 
26:S45 


, Was whether the registered public debt of one State, exempt from ta 
tion by that State or actually taxed there, was taxable by another State, w! 
owned by a citizen of the latter, and it was held that there was no provision of t! 
( 


onstitution of the United States which prohibited such taxation. The Stat 
had not covenanted that this could not be done, whereas, under the fundament 
law, as to the power to borrow money, ne ither the United State s on the one ha 
nor the States on the other, can interfere with that power as possessed by « 
and an essential element of the sovereignty of each. 

The law under consideration provides ‘that nothing herein contained 
apply to States, counties, or municipalities.’ It is contended that althoug! 
property or revenues of the States or their instrumentalities cannot be tax 
nevertheless the income derived from State, county, and municipal securities « 
be taxed. But we think the same want of power to tax the property or reve! 
from the States or their instrumentalities exists in relation to a tax on the ine 
from their securities, and for the same reason and that reason is given by ( 
Justice Marshall in Weston v. Charleston (27 U. S. 2 Pet. 449, 468 (7:481, 488 
where he said: ‘The right to tax the contract to any extent, when made, n 
operate on the power to borrow before it is exercised, and have a sensible influe 
on the contract. The extent of this power depends on the will of a dist 
government. To any extent, however inconsiderable, it is a burden on the o] 


tions of government It may be carried to an extent which shall arrest t 
entirely - = & 


The tax on Government stock is thought by this Court 


wer 


be a tax on the contract, a tax on the power to borrow money on the credit of | 
United States, and consequently to be repugnant to the Constitution.’ Applyir 
this language to these municipal securities, it is obvious that taxation on | 
interest therefrom would operate on the power to borrow before it is exercised 
would have a sensible influence on the contract, and that the tax in questio: 
tax on the power of the States and their instrumentalities to borrow mon 
consequently repugnant to the Constitution 

The statement by the Supreme Court that the power to tax could be carri 
an extent which would not only burden the operation of State and local gov 
ments, but could entirely arrest their operation, discloses the motive for the 


rent attempt to impose a Federal tax on bonds of the State and their polit 
subdivisions 

We point out specifically, that the State of Kansas does not tax security 1 
by the Federal Government, and that it cannot constitutionally be done 
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Mr. Krocu. Mr. Chairman, may I, as the representative of N 
York City, on this committee, greet His Honor, the mayor of our gr 
city, on his first appearance before us as mayor. His presence h 
today is further evidence of his constant vigilance to protect 
interests of our city and its almost 8,000,000 citizens, a characteri 
which has marked his distinguished public service. 

Mr. Mayor, permit me cordially to welcome you and your capa 
corporation counsel, Mr. John P. MeGrath, a distinguished Bro 
lvnite and my close friend, and your able aide, Mr. George Spar 
and to assure you that the committee will be delighted to hear y 
Statement , 


STATEMENT OF HON. VINCENT R. IMPELLITTERI, MAYOR OF TH! 


CITY OF NEW YORK 


Mr. Impevurrrert. I am Vincent R. Impellitteri, mayor of 
city of New York. 

The Cuarrman. About how much time will you need, Mr. Ma) 

Mr. Impevuirrert. | would say 15 to 20 minutes. 

The Cuatrrman. We do not want to limit you. We would just 
to know how much time vou will require 

Mr. Impeviurrrert. About 15 to 20 minutes, if I may. 

The Cuarrman. All right, you may proceed. 

Mr. IMpevurrrert. Mr. Chairman and members of the commit! 
first of all, 1 want to thank you for giving me the opportunity 
appearing before vou. I also want to thank Congressman Keogh | 
his very generous introduction, 

It is a token of the seriousness of the issue we are discussing tox 
that the greatest eily in the country is as deeply concerned as the th 
sands of small municipalities throughout the country Size Is no p 
tection against the devastating effect of the proposed tax on muni 
securities 

Nor are political differences involved. Fiorello H. LaGuardia, 
of my predecessors as mayor of New York City had a very differ 
political background. Yet, when the Treasury Department propo 
that the exemption of municipal bonds should be ended, Ma 
LaGuardia, faced with the same problems of preserving the finan 
credit of the city of New York, spoke from this witness chair aga 
this proposal, as all municipal officials must. He said that 
proposal came 150 years too late because the present exemptions 
part of the scheme of our Federal system. They are a part of 
whole fabric of our financial structure. Twelve additional years h: 
done nothing to alter the soundness of that basie truth. 

This committee, after hearing the evidence of State and muni 
officers from all over the country, declined then even to report 
matter to the floor of the House. And when the matter was mo 
in the Senate by way of floor amendments, it was decisively defeat 
in 1940 and again in 1942 by large nonpartisan majorities. Noth 
has happened since to change the judgment of Congress. Then 
now, the argument was raised that a war emergency required the | 
Then, as now, the exaggerated issue of tax “loophole” was raised, 
then, as now, the serious consequences to local governments were cli 

| hesitated quite a while before asking for time to be heard on ¢ 
subject. I respect the opinions of such well-known authorities 
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standing issues will be hit hard, and hit hard at once, by the extra 
interest cost they will be asked to pay. That extra interest cost is 
not a matter of conjecture. The Secretary of the Treasury tn his 
opening statement to this committee 2 weeks ago very frankly said 
that he was, in effect, asking this committee to recommend an increasé 
in the cost of local borrowing 

You gentlemen know as well as I that the one level of government 
where there is almost no remaining ability and elasticity to meet fixed 
added costs is municipal government. When the mayor of an Ameri 
ean city recognizes that the cost of living has far outstripped the 
salary scale of faithful municipal emplovees, he has a titanie and 
frequently impossible burden to rectify the inequity because of his 
inability to raise the money needed to meet the pay raises. Our powe1 
to tax is strictly controlled by the State and by existing taxes imposed 
Dv the Federal Government Local roverninent has been left only 
the financial crumbs in taxes which are the most unpopular and the 
hardest to Lnpose and collect This proposed taX Is the equivalent 
of pilfering governmental poor boxes. The income tax, the estat: 
tax, and all the other taxes that have any relationship to ability to 
pay have already been preempted at the Federal and State levels 
Real estate taxes are concededly at the limit presently permitted by 
law. My city has already imposed the sales tax, and we are up in 
Albany right now asking that that tax be increased. We have imposed 
a gross receipts business tax, a utility tax and an occupancy tax. We 
are planning to impose the other taxes, nuisance taxes though the 
are, Which the State has given us power to impose. All this is essential 
to meet the current needs. We in municipal government and our 
citizens Who must pay the bill are at our wits’ end and simply cannot 
stand the additional burden asked in this proposal. 

The imposition of this tax would not hit the target aimed at. I 
would really hit the local governments of the country. We would be 
forced to pa the bill in the form of increased interest costs or, in the 
alternative, to give up many needed local improvements which, since 
they are essential to our community life, would then have to b 
financed by the Federal Government with the taxes vou hope to collect 
by taxing our municipal securities. All that would have been accom- 
plished would be a shift in powers and a further weakening of the 
democracy which inheres in a strong and free local self-government 

The city of New York, and the huge metropolitan area of which 
it is the heart, have specific plans for municipal improvements essential 
toour millions of citizens. These are not luxury items but badly needed 
public improvements and improved services. We have not vet 
caught up with the need for schools which our increasing and shifting 
population forces upon us and which the postponements of World 
War II have aggravated. We need approximately $200,000,000 just 
to catch up on our deferred needs without even attempting to meet 
the petitions for an expanded school system. We are fighting a transit 
problem with which we can hold our own only by the expenditure 
of more than one-half billion dollars for new construction of rapid 
transit. We have on the drawing boards plans for a Second Avenue 
subway which cannot be fulfilled too soon to keep abreast of the 
need. We have approval from the State for the issuance of $150,- 
000,000 of bonds for badly needed hospital construction. ‘To meet 
increased costs and needs, this sum must be increased to $300,000 ,000 
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I should like to ask you just one or two questions. I know the hour 
is late, and our very distinguished Congressman, Mr. Keogh, prob- 
ably has a question or two. 

It seems to me that the financing of municipal undertakings i 
probably more difficult now than at any time in the past because of 
the movement of the State and Federal Governments into practically 
every field of taxation. Have you felt that in the finances of the cit) 
of New York? 

Mr. IMpeuurrrerr. We have. 

Mr. Boaas. Now, in addition to that, you probably had a backlog 
of projects which you were not able to do anything about in World 
War Il that you are now trying to finance by the issuance of bonds 

Mr. Impevuirrerr. That ts correct. 

Mr. Boaas. I have noticed the population figures in the new census 
the 1950 census; and I believe that generally throughout the Unit 
States there has been a large increase in urban dwellers which ha 
increased the need for streets, schools, sewerage, police, firemen, a1 


municipal services generally. Is that not so? 

Mr. Impevurrrerr. That is correct. 

Mr. Boaas. In addition to that, vou are undoubtedly suffering 
like other groups on fixed incomes, as a result of the current inflatior 


are you not? 

Mr. Impeecurrrert. That is exactly our problem. That is one o 
our major problems. I pointed that out in my statement. Just to 
give you an illustration, in the case of our schools in the city of Ne 
York we average a building program of ten new schools a year 
During the six year years, due to the war that program was com 
pletely curtailed. We didn’t build a single school for 6 years. Aft 
the war we started off with a backlog of 60 schools that would hay 
ordinarily been built. We still have not caught up with that backlog 

[It is the same way with one of our water projects. We have 
water project going on up in the Delaware Water Basin that 
ultimately cost the city of New York approximately $371 millir 
That was completely stopped for 6 years during the war years 
are proceeding with that presently. That would apply to a 
number of other publie projects of that type. 

\[r. Bocas. Now, what is the total budget for the city of New Yor 

Mr. Imrecurrrerr. We have two budgets. We have an expen 
budget, which is the cost of operating the city, and we have a capit 
budget, which is the cost of the building program. If you take t! 
two budgets combined, our budget last vear—and I am fearful th 
this vear it will be the same, if not more—was approximately o1 
and three-quarter billions. Our budget is the second largest budg 
in the entire United States. There is only one budget that is larger 
and that includes all of the States the only budget that exceeds ou 
is that of the Federal Government. 

Mr. Boaes. Are you not having pressures on that budget? Wh 
was that budget sei up, in July of last year? 

Mr. Impevurrrerr:. That is correct. Our budget runs from July 
until June 30. 

Mr. Bocas. The year is the same as that of the Federal budget? 

Mr. Impevurrreri. That is correct. 
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Mr. Bocas. Now, as a result of the inflationary processes, are you 
rr are you not having pressures from your city workers for pay 
creases? 
Mir. Impevuirrerr. We are having what I would say are tremendous 
essures. For instance, we have just granted our city employees 
ross the board a cost-of-living bonus of $250 a year l am frank 
» tell you that they are not at all happy about it. They say that it 
s not begin to meet the increased cost of living, and I think thev 
ive a pretty sound case , 
\ir. Bocas. How many city employees do you have? 
Mr. Impetuirrert. We have approximately 175,000 employees, and 
would say that approximately 95 percent of all of those employe 
ivil-service personne! 
Mr. Bocas. What is the average pay of the average city employe 
Mr. Impeviirrert. That is a very difficult question to answer, an 
emely difficult question. If you take it as an average, it would be 
difficult for me t averag 


‘) 
and | do not think there would be a so-called average city 


e it, because we have them in all ecate- 


Ir. Bocas Well. let me put my question another WAY 

‘Ir. ImpELuLITTER!. But I would say, if vou were to take the rank 
file, tt would run probably close to $3,000. Many of them hav: 
ries much less than that ; 

Mr. Boaes. Many of them make less than $3,000 a year 

\Mir. Impeuurrrerr. Oh, ves 


Af 


‘ 


Boaas. So that with a o- or 20 percent 
ving, naturally you have severe pressures for a 
r. IMpeLuirrert. Very severe pressures 

Bor GS That would probably include a Teh 
tage of your city employees, would it not? 

Mr. Impeuuirrerr. The great majority. 

Bocas. So that the cities generally—and Nev 
st city, Is no exception—today are bein 

for new sources of revenue, and, No. ‘ 

revenue Is that not so? 


y 
) 


[MPELLITTER are continuously pressing for 
venues igh yw we have pending in Albany a 
lso have s ate-ald program They are all things 
ed in order to meet the increased cost of maintainu 
of the city 

Boaes. Thank you very much, Mr. Mavor. 
pursue this considerably, but you have made : 

| congratulate you 

\ir. Impeuurrerr. T 
Ir. Keocu. Mr. C 
» (CHAIRMAN 

Kroacu. Mr 
r his honor, the mayor, exce mplv savy that 
nd of excell nt presentation that we who know hin 

| . on } 


make. I am delighted to have had the opportunit 


IMPELUITTERIT. That 
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Mr. Reep. Mr. Chairman, I want to state that it was necessam 
for me to be on the floor of the House, and I could not get back he: 
in sufficient time to hear all of the statement of the mayor. 

Mr. Impe.urrrerr. I understand that, Mr. Reed. 

Mr. Reep. Do you have any extraneous matter you wish to pla: 
in the record? 

Mir. Impecurrrert. I have already filed a copy of this statemen 
with the committee. I have nothing else to submit. 

The CHarrman. I congratulate you on your excellent statement! 
and thank vou for your appearance and for the information you hay 
given the committee. 

Mr. Imeecurrrert. Thank you very much, Mr. Chairman. 

The Cuarrman. The committee will recess until 2 o'clock. 

Whereupon, at 12:50 p. m., a recess was taken, the committe 


reconvene at 2 p Ith... this same day 
AFTERNOON SESSION 


The committee reconvened at 2 p. m., upon the expiration ot ti 
recess 

The CuarrmMan. The committee will come to order. 

The next witness is Mr. John J. Mortimer, corporation counsel 
the city of Chicago 

Will vou please give vour name and address to the stenograph 
for the record, and the capacity in which you appear. 


STATEMENT OF JOHN J. MORTIMER, CORPORATION COUNSEL OF 
THE CITY OF CHICAGO 


Mir. Mortimer. Mr. Chairman and gentlemen of the committe 
my name is John J. Mortimer, and | am corporation counsel of t! 
citv of Chicago 

The suggestions made to this committee by the Secretary of 
Treasury concerning the imposition of a Federal tax upon incor! 
derived from interest on municipal securities reopens the question ¢ 
the authority of the Federal Government to impose a tax upon t! 


political subdivisions of the various States 
several States ratified the sixteenth amendment to the Co 
with the clear intention fo retaining their own sovereig! 
the understanding evidenced by the proceedinsg of tl 
d States Senate that the amendment would not and could mn 
be construed to authorize a tax which would jeopardize the abil 
of the States to pro\ ide those functions w hich the States had reserve 
That the State legislatures could have approved a constitution 
mmendment which would relinquish the States’ sovereignty is qui 

tionable, 

Insofar as the city of Chicago is concerned, the proposal raises 
more pressing and more practical problem of the right of the Feder 
Government, through taxation, to reduce essential municipal servis 
by impairing the municipal income which pays for these services. 

The problem of the CULy of Chicago typilies the effect of the s 
gested legislation upon municipal services because of two preexisti 
conditions over which the citv of Chicago has no control. This ¢ 


; 
{ 
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is required to operate on borrowed money because its annual tax levy 


does not go into collection until a year and half after the levy is made 

The normal expenditures therefore must be met with money bor- 
rowed by the sale of tax anticipation warrants. The interest on these 
warrants constitutes a drain on the tax levy. Any increase in in- 
terest rates constitutes an automatic re duction in the amount available 
for municipai functions 

The city of Chicago is in the unique and unenviable position of 
beng required to operate upon a pegged levy, the effect of which is 
to freeze the amount available for essential services regardless of 1n- 
flationary trends in the cost of its necessary services and the valu 
of real estate upon which its taxes are levied. Being thus restricted 
to this definite amount, anv increase in the interest charges which it 
must pay result in a direct deprivation to the citizens of Chicago of 
ssential governmental services 
The amount of the reduction is in direct proportion to the increase 
interest charges which it must pay upon its tax anticipation Wal 
nts 
The CIty of Chicago is restricted to a peg 
per annum 
Mr Ri ED. Is that determined by 
or by city action? 

\ir. Morrimer. By State legislatio1 

Mr. Reep. Thank you 

Mir. Mortimer. If then 10,000 new homes 
structed in Chicago the city aoes not receive one ada 


‘ 


n taxes, although it must supply poiice, fire protection 


i 


nunicipal services to those buildings 

This levy for the year 1951 will not be collected by the city 
Chicago until September 1952, although expenditures from this | 
ire prepared to commence In January LYS. 

lo provide for thes present expenditures, the citv ha sold, 
ll sell, some $26,000,000 worth of tax-anticipation warrant 
percent increase in the interest rate upon these warrants automat 
ily causes a loss of $260,000 worth of services to Chicago citiz 

Mir. James H. Dillard, our city comptroller ll cc | 

the present pi 33 tv bonds and water ce! 

much creater than the effect on the limited amount 

on Warrants 

if it please the com Llee | have no furt r comment on 
roposal 

The CHAIRMAN. Mr. Reed 

Mr. Reep. You have made a fine statement. Do you wish to file 


anvthing extra with the clerk 

Mir. Morrimer. I have submitted copies of this statement to the 

rk 
The CHAIRMAN. Mi 
Mr. Mason. Mr. Mortimer, the constitutional question involved 
this propo ed tax is an interesting one, of course, but the practical 
juestion involved bears much heavier with me in that if this tax were 
vied it would in effect change an income tax into a property tax 
vy of municipalities or school districts, or what 


[ \lason 


earing on the propert: 
ver it may be fo wh ch they have issued these bonds of indebtedness 
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Mr. Mortimer. I think that is correct. 

Mr. Mason. I think that is one of the things we ought to keep in 
mind because the property taxes now for local purposes are so heavy 
that it is almost impossible for a property owner to pay. I cannot se: 
any sense in the Federal Government encroaching upon the loca! 
taxes that are necessary to supply the local needs. 

The Cuarrman. If there are no questions, we thank you, Mr 
Mortimer, for your appearance and the information you have given 
the committee. 

Mr. Morrimer. Thank you, Mr. Chairman. 

The CuarrmMan. The next witness is Mr. James H. Dillard, comp- 
troller of the city of Chicago. 

Will you give your name and address to the stenographer for th 
record, and the capacity in which you appear before the committee? 


STATEMENT OF JAMES H. DILLARD, COMPTROLLER OF THE CITY 
OF CHICAGO, ILL. 


Mir. Dittarp. Mr. Chairman and gentlemen of the committee, 
my name is James H. Dillard. I am city comptroller of the city of 
Chicago. 

I do not wish to encumber the record with statistics and exhibits, 
but I do desire, on behalf of the city of Chicago, to enter an objection 
to any proposal to tax the interest income of any presently outstanding 
or future issues of State and municipal obligations. 

If Federal legislation should, unfortunately for us, be adopted, re- 
moving the tax immunity on income from State and municipal obliga- 
tions, such removal would undoubtedly cause a substantial increase 
in interest rates on obligations of the city of Chicago. 

As an illustration of the effect of such legislation, it is estimated 
that if the income on the present obligations of the city of Chicago and 
overlapping units had been taxable the additional cost per annum for 
debt service would be from $2,500,000 to $5,000,000. 

Chicago and overlapping taxing bodies will doubtless issue many 
millions of bonds in years to come for vital public improvements. 
The city, at present, has authorized and unissued $75,360,000 par 
amount of bonds, practically all of which are for sewer and highway 
construction. These bonds must be sold to complete work under way. 

Should they be placed on the market at the present time, they could 
be sold at their par value with an interest rate of 14; percent per annum. 
Assuming they were to mature serially in equal annual installments 
from | to 20 years, the total interest charges over the life of the bonds 
would be $11,869,200. 

While it is difficult to say just how much interest rates on these 
bonds would be increased if the Federal Government were to levy 
taxes on the income of municipal bonds, we estimate an increase of 
about 1 percent per annum. This would mean a 2‘-percent interest 
rate on $75,360,000 unissued Chicago bonds, making the total interest 
charges over the life of the bonds $19,782,000. 

From the above comparison it should be noted that taxation of 
income from municipal bonds would cost the taxpayers of Chicago 
an additional $7,912,800, on these bonds alone. 
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Should the interest on future issues become taxable by the Federal 
Government, the cost would be multiplied many times that shown in 
the above example. 

The burden of such increase in cost of debt service would fall upon 

ir local taxpayers either through taxes on land and improvements, 
by some other kind of local tax. 

In addition, taxpayers of Chicago would have to assume some pro 

ta cost of additional debt service on obligations of the State of 

nois, because State obligations presumably would not escape a 

ilar burden. 

We definitely are opposed to any effort to tax State and municipal 
bligations. We believe it not to be in the public interest generally, 

wr to the city of Chicago, specifically. Your committee is respect- 
ly urged to abandon any proposal that would change the present 
yntaxable status of State and municipal obligations. 

{t this time, may it please you, | have nothing further to say, 

cept to thank you for your courtesy. 

The CHarrMaN. If there are no questions, we thank vou very much 

your appearance and the information you have given the 
ommittee. 

\ir. Dittarp. Thank you, Mr. Chairman. 

The Cuarrman. Mr. William H. Emerson, corporation counsel of 
Rochester, also president of the National Institute of Municipal Law 


(ihiees 
Will you give your name and address to the reporter for the record 
the capacity in which you appear. 


STATEMENT OF WILLIAM H. EMERSON, CORPORATION COUNSEL, 
CITY OF ROCHESTER, N. Y., AND PRESIDENT, NATIONAL 
INSTITUTE OF MUNICIPAL LAW OFFICES 


\ir. Emerson. My name is William H. Emerson I. am the 
poration counsel of the city of Rochester, N. Y., and president of 
National Institute of Municipal Law Offices 

\Ir Ri ED Mir Cha rian, Mr Kmerson Is & Tie ehb r of mine | 


want it noted that | 


he has a very fine distinguished Member of 
gress, Mr. Keating, here with him 
\ir. Keating. Thank you, Mr. Reed. Iam very happy to be here 
th Mr. Emerson. He has made a fine record as our corporation 
insel [ wish to hear what he has to Say 
Mir. Emerson. With your permission, Mr. Chairman, I am not 
ng to read my statement, because everything I have to say has 
touched upon and, in some cases, covered. I will take about 
minutes instead of the 30 minutes, if | may proceed extempora- 
ously without reading my statement. 
The National Institute of Municipal Law Offices, Mr. Chairman, is 
association of 643 of the largest cities in the United States, acting 
rough the heads of their legal departments. 
he six-hundred-odd city. attorneys and their more than 3,000 
sistants, participate actively in our organization’s work. We 
iintain a national headquarters in Washington, D. C., which we 
rate as a clearinghouse for municipal legal information and from 
uch we send out p iblications on current deve lopments In the field 
municipal law 
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We also carry out extensive research in this field. Our prima: 
reason for existence is to keep attorneys for cities informed of wh; 
other cities have done, are doing, and plan to do, so as to increase t! 
information resources of our member municipalities manyfold. 

All of our services are supported entirely by appropriations fro; 
the tax funds of cities. 

| feel, Mr. Chairman, that I am here representing the chief leg 
officers of municipalities containing more than half of the populatio 
of the United States of America. 

My statement has been circulated among our entire membersh 
for criticism or objection and I may say, Mr. Chairman, I have h:; 
nothing but concurring reports from everybody. 

I feel a little bit in the situation of a heretic before the Inquisitio: 
because I an told to come here and tell the members of this committe: 
that a tax should not be imposed. I have not heard any reason wh 
it should be imposed. So I am putting the negative subject asid: 
I will do the best I can to approach it from that side in the small tim: 
l am going to take. 

! am hitting this proposal on two sides. The first is that it is 
unconstitutional. The second is, whether unconstitutional or not 
it is not in the public interest to have this proposal adopted by th: 
Congress of the United States. I shall confine most of my remarks 
to the latter phase. 

It has already been developed very clearly, Mr. Chairman, beyond 
my power to go any further, the result of this tax upon the taxpayer: 
of the city 

In 1940 before the Senate committee, there were some interesting 
statistics developed. One of them was that of the outstanding mun 
cipals of that day, eighty-four and a fraction percent had been issu 
by the cities. 

Second, was that on a Nation-wide basis real-estate taxation sus- 
tained about 90 percent of the local cost of government. 

\s has already been said to you very clearly and very cogently, tl 
result of this proposal, if enacted, would be to increase interest rat 
very substantially. There has been a dispute whether it would | 
six-tenths of 1 percent, as was stated by the most conservative estima 
of the Treasury, or 1% percent, which is the most pessimistic figu 
given by some leading economists. 

Probably one and a fraction would be what it would be. 

! will just digress just a second to say what it means to my cil) 
although I represent all the cities. 

In 1940 we sold short-term bonds for one-sixth of 1 percent interest 
If this proposal had been in the law, you would have had to add 
percent on top of that. 

Today I do not think we have paid as yet as high as 1 percent o1 
our short-term notes. If this proposal were adopted, it would doub 
the interest charges on our obligations, the communities will have | 
be issuing from vear to vear. 

Of course, if the real estate sustains the burden of local taxatior 
and if the cities are going to pay the greater part of the interest charg: 
here, that is akin to saving one thing only, that the Congress in tha 
proposal is going to do the same thing as if it directed a tax on rea 
estate. 
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[ say right now the real estate situation in the cities is disastrous 
and critical. It is seriously overburdened with taxes 

For 20 vears we have been studying how to reduce the taxes. We 
study and study and make reports. Some other taxes keep on going 
Ip all the time. 

lo show you how real estate is taxed, let mx pomt out this ons 
thing to you, Mr. ¢ ‘hairman: The real estate taxpayer sustains all the 
ervices most Important Lo his living, his police hire department, 

rks, schools, and things of that character He pays anywhere from 
minimum of 2 percent to a maximum of about 9 percent Of what? 
4 his income? 
No. Mir Chairman of his assessed valuation rf his property. 
| think it is fair to sav-—-and Congressman Keating well knows this 
t better than I do probably that in manv, many cities d Iring the 
pression and for sometime thereafter, and right now where your 


control is Imposed ocal taxation ot real le > more than 

) percent of its incom 

Now if that is not dest tive 

ilth, 1 do not know what is 

Now, that is not all that real estate is taxed for. liter paying his 
eal estate tax, the owner has to pay Fed ral and State taxes on any 
ncome he gets. If he gives it away, he pays gift taxes. If he dies, 
le pays Federal and State taxes on the estate. 

Today we have a disastrous situation in our cities, particularly the 
medium-sized cities, which are very important to us in the country. 
We have seen an exodus from the cities into the rural areas and into 
he suburban communities, and the cause of that exodus is the 85 
percent or more tax differential They do not have the services to 
maintain; they do not have the street load, the education load, 
braries, museums, playgrounds and parks, and all the 

cities must maintain 

With the development of truck transportation, industry goes 

o the rural areas, households co out into the suburban 

What do we find in th cities today? Because 


ite taxation, we find | hited areas, and because ‘ economi 


of value by reason of the high taxes it is not worth developing. 


What comes from blighted areas? Slums And then the Congress, 
Chairman, comes along and says, ‘Let us get rid of these slums.”’ 
You 


| would characterize the proposal as a slum manufacturing proposal, 
cause that is what it will do in the long run. 

] can summarize what | have said so fal by one thing This proposal 
n effect, in major part, a direct tax of the United States upon the 
ii estate in cities. real estate that is less able to sustain any su h 
cation. It is already overtaxed. 

(nother reason why this proposal should not be adopted is that it is 
matter of honor, I think it should be a matter of honor to the Con- 


ss of the United States. After all, you are our Congress; you be- 


\1f 


vive us some monev and we will ret rid of these slums 


0 Us 


lhe United States Government is the creature of the States. This 
the State’s rovernment, our government 
Chere is no question at all, Mr. Chairman, that before the sixteenth 


[hie ndment was adopted this proposal, as any proposal would he to 


the local securities, was unconstitutional. 
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The only possible place the adherents of this proposal can hang t| 
heads is the unfortunate wording of the sixteenth amendment. 

Now, as the members of this committee know, there are two card 
rules of construing constitutional amendments or statutes. The | 
one is in the case of remedial legislation, what is the evil intende: 


be cured? 

The evil here intended to be cured was the apportionment rule in 
Federal Constitution which made it impossible to have a Fed 
income tax because you could not levy Federal income taxes upo 
per capita basis among the States. That was all that was sought t 


done 
The Pollock case held that the original income-tax law was um 
stitutional as it violated the apportionment rule of the Constitut 
So you had to get an amendment to do what? A new meat 
taxation” 
No; just a new method of charging taxes. The wording 
unfortunate 
As the Governor of the State of New York, Charles Evans Hug! 
when this proposal was submitted by him to his legislature, said 
substance, and I think I quote his remarks in full in my prepa: 
Statement 
there is a little dynamite here. This proposal might give 
vent the power to tax securities of municipalities and the Sta 


The answer came forth immediately. I nave set forth in full 
my prepared statement what that answer was. It came from an 
who I think you will agree was best qualified to speak for the Un 
States Government, first, the author of the amendment, Senat 
grown, and the next two, the great constitutional lawyers, Sen: 
Borah and Senator Root. They all said to Governor Hughes: 

This proposal will never permit the Federal Go 
of State bonds and municipal bonds It is there fe 
ate the apportionment rule Fit is adopted, Cor 

ngress never will trv to tax the income on vour securiti 

That is the representation, Mr. Chairman, made as clear as poss 
by representatives of our Federal Government. 

It is true that an estoppel does not lie against Government ofh 
or Congressmen, but if they had had the same condition in a pris 
corporation, made a representation and acted upon it, the courts wo 
have held them to their bonds 

| say, Nii Chairman, it is not rood honor, the States hav Ing? rat 
this amendment upon the representation made, that under it nm 
could or would the Congress tax municipal and State securities, 
the Congress today should be bound by that representation that 
made 

Cities now, as has already been so thoroughly explained to \ 
are in such critical situations that [ am not going into it far, ex 
to sav we are faced with the terrible problem of civil defense. lt 
not part of this hearing, but I think civil defense is part of natio 
defense. Just as national defense is not borne by States and cour 
as far as armed service defense is concerned, so should not civil def 
be borne by the States and counties 

When the Congress comes to us and says, “Yes; that is a mat 


for you bovs back home to take eare of. We will vive you So 
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noney, dollar for dollar, for some things, but the rest is your baby,” 
where are we going to get the dollars to match? We have no means 
if taxation to get that money from 
{|| means otf taxatior have been preempted by thy state and Ked- 
Governments Yet you say anf are be ne very rood to 
OVS We will match vou dollar for dolla 
Where is the dollar gou yr to come trom? 
| say that the two cal inal rules ot construction are No | tI 
\ 


SO icht Lo b ( er l the remedial levislat rn) nnoa ) 4 } 
ites and discusslor when the proposal was ur ler adoptiol | 

se LWO Cardinal rule here could be no possibility of 1 Ss 1eCsiatiol 
r considered constitutional 

| have 1m) IN\ pre Dit statement cited rather by) efly n ew of tl 

hich I as 

ding cases Which tf al not going to go into now assume ti 

\\V ll vet advice irom ott rs and vou will ¢ Ve ltl creat OnSIGeratLtlo 


[ will say this: That there is no direct case holding anvwhere t] 
Government can do what the Secretary of the Treasury asks vo 

do 

| am interested to note that in the 1942 ease. in the 1940 ease. the 
Attorney General commented upon the fact that there were eight 
ases holding that the Government could not tax such securities. Tl 
esponse came to my mind right awav: How manvy times does tl 
Court have to tell vou vou cannot do it ‘ Is not one enouch 

Wi have eight 

Nii Chairman and Pent men of the ommittes the statement t] 


ive submitted to the clerk is a very good on It v prepared by 
vy associate | hope that vou will take a httle time to nee th 
because | think it is helpful to your discussions and delibe y 
l ask of you and of this committee not only to reject this 
posal but to rejee t so resoundingly that we will not be t 
vour time, and you will not be taking up o time. in t 
vears on this propositio 
We have been he 1938, 1939, 1940, 1942, and now again 
In closing, | mav sav the Congress of the United States very 
ilizing the rep 1 made by Senators Borah, Ro 
Wi, decided that he United States should | e tl Ow ‘ 
yme on municipal bonds back in 1924 
So then the Congress sought ithority to do it They did it Dy 
posing an amendment to the Constitution giving that power 
hich, to me, is a conc on by the Cor 7Tess that 1t does not hay 
powel Otherw! why did thev amend the Constitution to do 
taxes? 
Of course, the amendment died aborning, and every amendment 
ibmitted by them will d aborni cr 
! might say that | asked my associates to carefully check the 
ongressional Records, at the time the sixteenth-amendment proposal 
pending in the Congress, to find if there was anv one stateme! 
e inference, one pos ble threat, that the sixteenth amendment 


ild allow to be dons what Snow propo ed 1 bye aot 
| had three men working on it. and they tell me every thing was on 


e contrary side There was no statement this could hy qaon with 


é é 
Samendment If there had been, this would not have been adopted 
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[ have here, Mr. Chairman, some 65 resolutions and communica 
tions from mayors, city councils of our cities. 1 would like permissior 
to file these with your proceedings. 

The CuatrmMan. Without objection, they may be filed for th 
information of the committee 

If there are no questions, we thank you, Mr. Emerson, for yor 
appearance before the committee, and the information that you hay 
CIVen 

\Ir. Emerson. Thank you, Mr. Chairman 

The prepared statement of Mr. Emerson is as follows:) 


ad members of the committ i an s Will 
nsel of the cit oO oc ter \ ur 


i \ 
it icipal Law Office 


ceommitt 


> (aM) 


we operat ‘ 
send out publications on « 
We also carry out extensive 
existence 1 Keep attorneys fe 
are doing, § lan to do, so as t 
our member municipalities manvfold \ 
appropriations from the tax funds 
ar ad our presentation to vou W 
e j 1 Al \ ‘ proposal of the Secretary of the 
from State an ‘urities be subject to Federal taxa 
+ 


of the opinion that his proposal clearly violates the Co 


i States and ‘ ild destroy one of the most fur 
our governmental structur or this proposal violates 
lual sovereign immunity of t at and the Federal CG 

of that structure 
lves to defend against the awful devast: of a Commu 

necessary to that defer that l v this kevsto 
hich is directly vonsible for ing our Nat 
vreatest tl work ‘ \ <1 t And ther 
o here recommend that stone be d 


thi take its place 


ne 
basic constitutional law principle that if the proposal of t! 
tax income from mune pal ls imposes a bur 
governments, | proposal is clearlv unconstitutiona 
in to show tt is | r\ f sixteent! amet 


Supreme f nited States establish tl} 
cession of the Secretary that his proposal will 1 
of future State and local borrowing.’’ Evider 

ommittee on the Treasury Department's similar proposal 10 

rease would range from approximately | percent up 
the cost of borrowed monev to many cities. The admissi 


in 
legal effect concedes the unconstitutionality of his pre 


nding that evidence showing the direct economic burd 
proposal is now even greater than 10 veats ago will be presente 
by other witnesses But his admission of the existence of tha 
» of its size is certs v a sufficient foundation stone for t! 


in opposition to hi proposal 


rzument, I think it incumbent upon me as a lawver 
that the Secretarv’s proposal would only soak tl 

\ Superficially, it sounds fair and reasonable to tax ever 
iake everv class of : pav its fair share of Federal taxe 
hese i ally } ‘the Secretary might ha 


‘ 
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hence my repeated emphasis upon history as the only true guide for a considered 


and proper decision of the issue before you. As lawmakers, the members of t! 
committee are only too well aware of the significance of legislative intent, and t! 
necessity for examining substance rather than form. Study of the perspectiy 
in which the sixteenth amendment was offered and adopted will reveal its tr 
scope and the real meaning of the phrase ‘‘from whatever source derived.”’ 

(ny careful study of the issue before you must start with the Pollock ca 
There the question to be determined was whether the 1894 Income-Tax A 
violated the constitutional provision that direct taxes must be apportioned. | 
resolving this question, the Court held that the validity of the Federal income t 
depended upon the source of the income. In so holding, the Court unequivoca 
and, in fact, unanimously enunciated the principle of immunity of interest 
State and municipal securities from Federal taxation. Despite the nine separa 
opinior 1 this case, this was one point upon which there was no disagreeme: 
It was then concluded that income from salaries, businesses, and professions cou 
properly be taxed but that income from real estate and personal property co 
not be so taxed, since the former was not a direct levy while the latter was a dir 
levy requiring apportionment in accordance with the provisions of artick 
section 9%, of the Constitution. Thus Congress found that it could not rea 

me from real estate, personal property, or corporate investments unles 

to apportion the taxes 

Since the practicabilities of apportioning an income tax were virtually insur 
mountable, the sixteenth amendment to the Federal Constitution was propose 
authorizing direct taxes upon incomes from whatever source derived. Thi 
amendment was first introduced in the Senate as Senate Joint Resolution 25 in 
190%. 

Questions then arose as to the true scope of the phrase “from whatever source 
derived.”” These questions were quickly and irrefutably disposed of by Members 
of the Congress who expressed the view that the phrase was not intended to and 
could never apply to the obligations of State and local instrumentalities. On 
January 5, 1910, Charles Evans Hughes as Governor of the State of New York 
in a message to the State legislature on the proposed sixteenth amendment, stated 


i 


that this phrase might be construed so as to include the interest from State and 
local securities. His fear, however, was forthrightly and promptly challenge 
on the floor of the United States Senate on February 10, 1910, by Senator Borat 

Idaho who stated: 

“The amendment did not deal, does not purport to deal, and was not intended 
to deal with the question of power * * * to construe the proposed amend 
ment so as to enable us to tax the instrumentalities of the State would do violen 
to the rules laid down by the Supreme Court for a hundred years, wrench th 
whole Constitution from its harmonious proportions, and destroy the object a: 
purpose for which the whole instrument was framed” (45 Congressional Recor 
1698 

Nor was Senator Borah alone in his views. Senator Brown of Nebraska a 
Senator Root of New York both then expressed similar views. 

On February 23, 1910, Senator Brown, the sponsor of the Senate joint resolutior 
which eventually became the sixteenth amendment, stated: 

“* * * the proposed amendment will not authorize any additional burd 
on the several States in the exercise of their sovereign rights guaranteed by thx 
Constitution as it exists today.” 

And to evidence his desire to overcome the Pollock decision, he repeated: 

The proposed amendment has a single purpose and that is to confer on Congress 
the undoubted power to tax incomes directly, without regard to apportionment 

Later, even more pointedly, he said: 

‘The amendment does not alter or modify the relation today existing between 
the States and the Federal Government. That reiation will remain the same 
under the amendment as it is today without the amendment. It is conceded by 
all that the Government cannot under the present Constitution tax State securitit 
or State instrumentalities. Nor can the State lav its taxing finger on Federal 
bonds or Federal agencies. Each is beyond the reach of the other as far as taxa 
tion is concerned. The proposed amendment in no sense seeks nor can it reaso! 
ably be argued to suggest any change in the independent or sovereign rights 
either sovereignty as enjoyed and defined by the courts ever since the Govern- 
ment was organized’’ (45 Congressional Record 2245-2247) 

And then, Senator Elihu Root of New York made it clear also in February 
i910 that Governor Hughes’ fears were unfounded when he stated: 
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‘“‘Much as I respect the opinion of the Governor of the State, I cannot agree 
ith the view expressed in his special message * * * The objection made 
» the amendment is that this will confer upon the National Government th. 
power to tax incomes derived from bonds issued by the States or under the author- 
ty of the States and will place the borrowing capacity of the State and its govern 
ental agencies at the mercy of the Federal taxing power. I do not find in tl} 
amendment any such meaning or effect”’ (45 Co gressional Reeord 2539 
What clearer expositions of the true sense of the sixteent 1 amendment cou 
desired? Particularly significant. moreover, is the fact that in the entirs 


1 debates there is not the slightest < 














ngressional consideration 






ntrary opinion. The judgment of the conti mporaries of that day could 
ve been more overwheln nvincing as to the application of the sixteenth 






amendment 


[t is also significant that a majority of the States which ratified the amendment 
i a 










1 so after the fears expré 1 by Governor Hughes had been thus lispelled by 





senators Borah, Brown, and Root, and in obvious direct reliance upon the repre 








Is nade tha 





arious State legislatures shows tha 









ver the slightest ntention to approve the taxation of the interest of 

State and local bonds \s a practical matter it would se absurd to conclude 

it the States would w ngly, without a questioning word, approve an amend- 
nt that would impair their sover t 

Good faith with the Stat would now certainly indicate that wher the States 

ratified the amendment to aid the Fed ral Government in financir tself on such 






1 clearly expressed understanding, the Federal Gove rnment should not now at- 
tempt to violate the understanding Ihe nearly 40 years which have elapsed 
ive not eradicated the record of the understay ling It is recorded in such 
mistakable language that none can mistunderstand 
Ten years ago, the Department of Justic+ conceded that prior to the adoption 
| the sixteenth amendment the Federal Gove rnment possessed no power to tax 






















ome from State and muni pal bonds Assuming that the position of the 
present advocates of the proposal now before this committee w follow those 
esented 10 years ago, and that thev are inwilling to accept the legislative 
wkground set forth above as cone] Isive although we believe it is I now 
imine several of the d s of the Supreme Court of the 1 ted States since 
adoption of the sixteent nendment in 1913 Those cases firmly establish 

it the sixteenth amendment 1 not confer upon the Federal Government the 










wer to tax city and State |} onds which it concededly did not have before this 
mendment went into effect , 
Che first case coming before the Supreme (¢ urt following the adoption of the 
xteenth amendment invol\ ng its interpretation and construction was Brus} wer 
Union Pacific Railroad Compar 4 (240 U.S. 1 (1916 In this case the Court 
i that the amendment did not extend the Federal taxing power to new subje 
t merely eliminated the necessity for apportioning direct taxes upon income 
erived from property That the sole purpose of the amendment was to ove rcome 
effect of the Pollock decision was en phasized in the Brushaver case as follows 
" ™ * the amendment was drawn for the purpose of doing away for the 
ture with the principle upon which the Pollock cas was decided 
Following the Brushaver case were other decisions wi ich pointed out with equal 
clarity the fact that the “provisions of the sixteent} amendment conferred no 
w power of taxation” but merley removed all occasion for an apportionment 
ong the States of taxes laid upon income. Stanton v. Baltic Min ng Company 
240 U. S. 103 (1916) , Peck and Company v. Lowe (247 U.S. 165 1918)), Eisner 
Va omber 252 U ~ 189 1920) , and ky ims v. Gore 253 U Ss 245 1920 . all 
peat the view that the amendment did not go any further than the decision 
<pressed in the Brushaver case. 
\part from the persuasiveness of the history of the amendm«s nt, and the clarity 
f subsequent Supreme Court decisions that haves nterpreted and applied it. a 
irther constitutional basis should be consi lered. This basis involves consider- 
ition of the fundamentally sound principle of reciprocal sovereign imn 
from interference which began with McCulloch v. Maryland \s stated before, 
this case held that a State was powerless to impose a privilege tax uy 
ince of bank notes by a Federal instrumentality This established principle has 
repeated and repeated and r peated in scores of Supreme Court decisions 
e that time, one of the most recent of which is that of Helvs ing V. Gernarat 
104 U.S. 405 (1938 his case, while holding the Federal income tax applicabl 
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to salaries of State emplovees, reaffirmed the doctrine that the borrowing po 


of the States and political subdivisions thereof cannot be impaired by Fed 
taxation 

[It has thus been recognized from the birth of our country that the somet 
delicate balance between our sovereign States and the Federal Government 1 
imperatively be preserved and maintained if our system of government is t 
tinue to exist The protection of the rights of States, in this case to be fre« 
Federal taxation 
is, indeed, 


¥ 
» fr 
and the demarcation of State and Federal lines of responsi! 
essential to the continued integrity and success of the form of gov 
ment which we have chosen To thrust aside the doctrine of sovereign imm 
to thrust aside State, and for that matter Federal, prerogatives. The 
F such a step cannot be overestimated or overemphasized 
| situation of cities is now more than critical and the critical 
more than the cities. It is of national concern, for 
it is the keystone of our national economy. 
above that “the power to tax involves the power to dest: 
kneve it nevertheless true and that is one of the major weapons 
mploved by our totalitarian enemies to destroy America without fir 
exploding bombs. The Politburo smacks its lips at every invas 
indness of capitalist economy resulting from destructive taxation and 
costs of government and of living 


s¢ 


e firm, and many times expressed, opinion of competent ec 
gislators in the several States that the current high real estate taxat 
our cities and with it destroying a big potential part of our natior 
and our national economy. And I have seen estimates that 94 perc 
of the tax revenues of cities come from real estate taxes—the very source wl 
would have to be increased to pay the tax here proposed. 

I have already referred to the indisputable fact that the tax here propo 
would admittedly add tremendously to the cost of city financing. The Supre: 
Court of the United States has fre quently recognized this same fact. In the . 
of Missouri v. Gahner (281 U. 8S. 313 (1930)), the Court stated: ‘“‘As the tax- 
empt feature tends to increase and is reflected in the market prices of such secur 
ties, a State tax burden thereon would adversely affect the terms upon wl 
money may b borrows d to execute the purposes of the General Gove ‘rnment 

Again in ational Life Insurance Company Vv vited States (277 U. S 

1928)), tl ‘ourt stated: “It is true that the tax-exempt privilege is a feat 
alwavs reflect in the market price of bonds.’ 

Secretary ; Treasury Snyder himself recognized the constitutional diff 

h his proposal would create when he stated that the removal of 

n privilege is made more difficult by the fact that it would increas: 
he cost of future State and local borrowing. And vet, with 

he constitutional principles which are the foundation stone of 
and the unanimous judicial precedent which upholds these pr 

sovereignty, the proposal is presented to this committee 

f this committee chooses to disregard unanimous judicial precedet 

o relegate the history of the sixteenth amendment to the ins 

nd; if vou choose to make it impossible—and I say “impos 

suredness—for States and municipalities to carry on essent 
tions which are as indispensably necessary to the nat 
ose of the Federal Government; and if vou choose to ai 

id analysis, the unthinking statements of the proponents of t 

say to you that you could not more effectively destroy 
m of federalism. When the dav comes that the subservience of State gover 
and local government to the Federal Government replaces the prin¢ 
sovereign equalitv and dignity, vou can predict a any at. Central Governn 
which woul - ollapse from its own weight. We believe that the States and 
political subdivisions comprise the strength of this Nation, and that any weal 
i? f them would weake n our entire country. Already there is too much of t 
by assumption ar a“ centralization of governmental functions here in Washingt 

I do not believe that this committee ean ever accept the proposals of the adn 
istration as a substitute for the svstem of government which we all revere 
believe that with the true facts before vou the recommendation of the Trea 
De partment Wi be rejected If the Treasury Depart ment is willing to de 


1 


4 = 
ner ip 


Other ¢ ri Vv iv rated the reciprocal immunity doctrine includes EE . 
muwU.s 1 ted States v. Bekins (304 U. S. 27 (1938 Hlelrerina v. Therrell (303 


lames v. Drar tract 21 34 (1937)): Brush v. Commissioner (300 U.S 
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ried and tested theories of our Federated Union, through such an unimaginative 
ipproach to the Federal tax problem, then it is my belief that this committee will 
look through the catch phrases and myths thrown up as a smoke screen for this 
roposal and vote in favor of maintaining our governmental structure which is 
i has been the marvel of the world. 
I firmly believe that after you analyze the true import of the Treasury Depart- 
thi 


ent’s proposal you will positively reject it just as emphatically as this committee 
i 10 years ago. 


The following material was later submitted by Mr. Emerson: 


NATIONAL INSTITUTE OF MuwnNicrpaL Law Orrr 

Washington, D. C., March § 
Rornert L. Dov 
hairman, Ways ar 


House Office B 
Mr. Dovucutr 


26, Olu from 
\lass San Franci 


Mich.; and 8} 


Phat the ( 
v Federa 
ies, since such F* 
»} 


iInicipal securities, and the pure 


pu asers 
nounts sufficient to pass the Federal ine 
ite taxpayers; and be it further 
olved, That the city clerk send to the House Ways an 


ongress, as well as to the Senators from Massachuset 


this District, certified copi f this re 
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Ciry or San Francisco, Catir. 


RESOLUTION MEMORIALIZING CONGRESS IN OPPOSITION TO TAXATION OF INco: 
or MunicrpaLt Bonps 


Whereas the Secretary of the United States Treasury has proposed that ine 
from State and municipal bonds be subjected to Federal income taxes, and 
Ways and Means Committee of the House of Representatives of the Congr 
the United States has scheduled a hearing upon this proposal for the 26th da 
February 1951; and 

Whereas the proposal of Federal taxation of the income of municipal bonds 
been regarded as in violation of the Federal Constitution and destructive of 
concept of reciprocal immunity of the States and the Federal Government f 
taxation which would be a burden upon the respective sovereignties; and 

Whereas such taxation has been regarded as unconstitutional from the 
beginning of our Federal Government, and both before and after the adopti: 
the sixteenth amendment to the Constitution, as well as in all congressi 
consideration of that amendment at the time of its submission; and 

Whereas the burden of such taxation would not fall upon the holders of 
securities ultimately, but upon the municipalities seeking to issue such bonds a 
would, according to considered estimates, double the cost to cities such as > 
Francisco of borrowing funds by the bond method; and 

Whereas such additional cost would seriously jeopardize the program of > 
Francisco for municipal improvement, including its large and important pul 
school-construction program: Now, therefore, be it 

Resolved, That the city and county of San Francisco memorializes the Congr 
of the United States not to consider or enact legislation taxing or in any mar 
purporting to tax income of municipal bonds and the city and county of Sa 
Francisco does by this resolution express its profound disapproval of su " 
proposal as destructive of both our system of government and of local gover 
ment, which is its main strength and support; and be it further. 

Resolved, That this resolution be deemed a request to our Representative 
Congress that they use their best efforts to prevent the passage of any legislat 
of the type described herein; and be it further 

Resolved, That copies of this resolution be sent by the clerk of the board 
supervisors to both Houses of the Congress, to the Ways and Means Commit 
of the House of Representatives, and to the Honorable William F. Knowla 
and the Honorable Richard M. Nixon, Senators, and the Honorable Franck | 
Havenner and the Honorable John F. Shelley, Members of the House of Repr 
sentatives. 


Ciry or TrEXARKANA, TEX, 
RESOLUTION 


Whereas the Ways and Means Committee of the House of Representativ: 
now considering the matter of the removal of the exemption of municipal se 
ties from Federal taxation; and 

\V. hereas it is believed that to eliminate the tax immunity of municipal ol 
tions will further festrict the financing ability of municipalities and that the 
of the exemption removal will in truth and fact be paid by the city taxpay: 
Therefore be it 

Resolved by the City Council of the City of Texarkana, Tez.: 

That the City Council of the City of Texarkana, Tex., do express its opposi' 
to the pending measure referred to in the preamble hereof for the reasons a! 
stated, and that a copy of this resolution be forwarded to Hon. Tom Conna 
Senator, and Hon. Lyndon B. Johnson, Senator, and to Hon. Wright Patn 
Representative, District 1 of Texas; and 

That the above-named Members of Congress be respectfully requested to 
their assistance in the defeating of said measure, inasmuch as it is sincer 
believed to be in the best interest of municipalities that the exemption of mur 
pal obligations from Federal income taxation should continue in force. 

Passed and approved this 27th day of February 1951. 


——— ——-—, May 


Attest: 
—— ——_,, City Seereta 
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Ciry or Kansas City, Mo 


RESOLUTION 14447, Pretririoninc ConGress To Reruse To Tax THe INcom! 
FrRoM STATE AND MUNICIPAL DERT ORLIGATIONS 


Whereas a proposal is now pending before committees of the Congress to tay 
he income from State and municipal debt obligations; and 

Whereas the removal of the present tax immunity from State and municipa 
lebt obligations would occasion a substantial increase in the cost of debt service 
mpose an additional tax burden upon the taxpayers of Kansas City, Mo.; disrupt 

fiscal policy thereof, and, therefore, be adverse to the public interest; and 

Whereas the Federal Government has practically unlimited power to tax 

bjects and objects of taxation, whereas this municipality in particular and citic 

nerally are limited in their tax sources by the constitutions and statutes of their 
SLAates, and only by the exercise of e xpe TL Management pol Ick are cities now abie 


balance their respectiv bur igets: Now, therefore, be it 

Resolved by the Council of omen City, Mo 

1. That Kansas City is unalterably opposed to the taxation by the Federal 
Government of the income from State and municipal debt obligations, and the 


Congress is hereby respectfully petitioned to defeat any such proposa 
2. That authenticate d copies of this resolution be forwarded by the city cler} 


he United States Senator 1 Members of the House of Representatives f1 
Missouri, and that the mayor and city manager are hereby authorized to send 

h telegrams appear before such congressional committees. and take such other 
action, consistent with this resolution. as they may deem necessary to defeat 
roposed legislation. 

Reviewed by the city manager: 

L. P. CookiInGHAM 
City Manager 
Adopted. 
Authenticated as passed this February 26, 1951 


Approved as to form and legality 
Hoover M. Jorres 
Specia Utilities and Leg aiive Counse 
MARGARET STRAHM, 
Cal (‘ler/ 
DaLe M. Gray 
Deputy City Cl 


Form 5420—Law 





MINGHAM (Micu.) Crry ComMMISSION RESOLUTION No. 243. Ferrvary 19, 195] 


Moved by Commissioner Tait 

S ipported | by Commissioner Ritchie 

Whereas it has come to the attention of this body that hearings are being held 
before the Ways and Means Committee of the House of Re presentatives of the 
ngress of the United States, on a proposal of the Secretary of the Treasury 
at income from municipal bonds be subject to Federal income tax; and 
Whereas it appears that the approval of such a proposal would result in greatly 
creased interest rates on municipal bonds which increase would be an additional 
rden on property within the city of Birmingham: Now, therefore, be it 
Resolved, That the Commission of the City of Birmingham express itself as 
ng unalterably opposed to such a proposal to tax the income from municipal 
ds; and be it further 
Resolved, That copies of this resolution be sent to the Honorable Messrs. Arthur 
H Vandenbe rg and Homer Ferguson, Senators from Michigan; the Honorable 

rge A. Dondero, Member of Congress from the Seventeenth District of 
lichigan; and the Honorable Messrs. John D. Dingell and Clare E. Hoff 
embe rs of the House Ways and Means Committee of Congress 


Ye 
Ny avs, 0 
I, Irene FE. Hanley, clerk of the citv of Birmingham, hereby certifv that the 
regoing is a true and correct copy of a resolution adopted by the Birmingham 
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City Commission at a regular meeting held Monday, February 19, 1951, at 
8 p. m. in the municipal building. 
IRENE E. Hantey, City Clerk. 
FEBRUARY 27, 1951. 





Cirry OF SPRINGFIELD, Mo. 
RESOLUTION No, 2155 


Whereas the Secretary of the Treasury of the United States of America has 
proposed to the Ways and Means Committee of the House of Representatives of 
the United States Congress that legislation be enacted which would cause thy 
interest paid on bonds issued by the various States and municipalities of thi 
Nation to be subject to the Federal income tax; and 

Whereas this proposal would result in higher interest charges on all futur 
bonds issued by the city of Springfield, Mo., and all other municipalities, and 
thereby increase the cost of all future public improvements constructed in thi 
city or other cities; and 

Whereas the increased interest paid by this city and other cities would have 
to be met by an increase in the general property tax levied by the several munici 
palities, Which general property tax rate is at the present time oppressive and 
burdensome on all property, and particularly upon the property of the individua 
home owner: and 

Whereas this proposal constitutes a serious threat to the American Federa 
system of government as it has existed since the adoption of the Constitution of 
the United States of America: and 
Whereas this proposal, if carried to its logical conclusion, would abolish all thi 
immunities of the States and the municipalities in their relationship to the Federa 
Government and result in greatly increased tax burdens upon the municipalities 
Now, therefore, be it 

Re solved. b j the Coun il of the City of Spring fie ld, Mo.. as follows: 

That the Council of the City of Springfield, Mo., register its opposition to thi 
proposition n ac by the Secre tary of the Tre asury that the interest paid on bonds 
issued by the several States and municipalities of this Nation be subject to th 
Federal incor tax; be it further 

Resolved That a Copy of this resolution be spread upon the records of this 
council and that the city clerk be directed to send a certified copy of this resolutior 
to the United States Senators in Congress from Missouri and to the Represe1 ta 
tives in Congress from the Sixth Missouri Congressional District 

Passed at meeting February 27, 1951. 

Oris L. BarBarick, Mayor 


How p CC, Porter, City Attorney. 


STaTe oF Missouri 
County of Gree ne, Cily of S pring fu ld 

I, F. k. Rosback, duly elected and acting city clerk of the city of Springfield 
Mo., do hereby certify that the foregoing resolution, Council Bill No. 1110¢ 
Resolution No. 2155, consisting of two pages, is a true, compared, and correct 
copy of resolution duly passed by the City Council of the City of Springfield, Mo 
at its regular meeting held on the 27th day of February 1951. 

In witness whereof I hereunto set my hand and affix the official seal of the city 
of Springfield, Mo., this 27th day of February 1951. 


[sEAL] F. E. Rospack, City Clerk. 





RESOLUTION OF MontTcomMeRY County, Mp, 


Whereas the Secretary of the Treasury, on February 5, 1951, in his tax m« 
sage before the Wavs and Means Committee of the United States House of 
Representatives, has proposed that the income from State and municipal securi 
to Federal taxation; and 

Whereas it is the sense of the county council for Montgomery County, Md 
that if such a proposal were to become law, the market for State and municipal 
bonds would be seriously impaired to the extent that the bonds would sell.at a: 


ties be subjected 

















i} 


a 
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reased inter 1 1 t \ i at i 
ave! Now f b 
ved by the ( VJ ( \ Tr} ( 
ites tha rr } anv | lat = 4 - 
States which would sul I i State and | i 
" ind be further 
ed by the Ce ni ( ) ) Vonta , . es nty, VJ ._ That +} C] 
.d to send copies of t resolution to the Honorable J. Glen Beall, Repr - 
from the Sixth Congressional District from Marvland, to the Honorabl 


bert R. O’Connor and the Honorable John Marshall Butler, United St 

itors from the State of Maryland. 

The CaarrmMan. Our next witness is Hon. Ernest Kosek, member 
f the lowa State Legislature, Cedar Rapids, lowa. 

Will you give your name and address to the stenographer for the 
yurposes of the record, and the capacity in which you appear. 


STATEMENT OF ERNEST KOSEK, MEMBER OF THE HOUSE OF 
REPRESENTATIVES, IOWA STATE LEGISLATURE, AND REPRE- 
SENTING HON. WILLIAM S. BEARSLEY, GOVERNOR OF THE 


STATE OF IOWA, AND ROBERT L. LARSON, ATTORNEY GENERAL, 
STATE OF IOWA 


Mr. Kosex. Mr. Chairman, my name is Ernest Kosek. I am 
serving my third term as member of the State Legislature of the 
State of Lowa. 

[ am chairman of the Linn County Board of Education, a1 

ember of Cedar Rapids Board of Education 

| am here to represent the government of the State of lowa at the 

st of Hon. William S Bearsley, Governor of tl State of lowa, 


Lit 


i ljormer 


Robert L. Larson, attorney general of the State of lowa. 
| understand that the Treasury Department is recommending an 
ndment of section 22 (b) 4 (1) of the Internal Revenue Code to 
nate the tax-exempt feature of the interest upon State, municipal, 
political subdivisions obligations. 
the absence of any clear recommendation by the Treasury 
tment that they propose the taxation of outstandi 


ling obligations 
| assume that there is no intention to consider any su¢ h breach 
th with investors in outstanding public securities, and shall 
ci my discussion to the effect on the issuance of future ob! mAb Ss 
Sis the most far-rea¢ hing and Ss rnificant chan re in taxing pol cy 
has been proposed in many years. However, previous attempts 


ploit this form of taxation were made in 1939, 1940, and 1942, 
as many of you will recall, these proposals were rejected after a 
rough investigation by this committee and DY the Senate Finance 
nmittee., 
\ssuming that bonds hereafter issued would reach the 
ven 


present 
of outstanding ob] vations this proposal would ultimately 
t about $20,000,000,000 worth of State and municipal obligations. 


average volume of new issues is approximately >1,000,000,000 
r year. 


i I 


This proposal would affect the finances and tax burden of every 
te county, city, town, and school district of the United States of 


Lmerica 


The economy of this situation is very simple. If the income from 


municipal obligations is made subject to Federal income tax the 


79120—51—pt. 2——31 
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municipality would be required to pay a higher rate of interest on its 
obligations almost in a direct ratio to w hat the Government wou! 
collect. 

Previous witnesses have referred to the fact that the present averay: 
rate of interest on municipal debt is about 2 percent. 1 should li! 
to stress, however, that this is only an average and like all averag: 
has components of higher rates. Many of those higher rates are pa 
by the less well- known rural munic ipalities in my State, partic ularly 
the townships, towns, and independent school districts. They a 
already bearing a burden of interest rates of approximately 3. percen 

If you remove the tax-exempt feature, as proposed, these politica 
subdivisions would have to pay upward of 4 percent. 

These lesser known rural political subdivisions would be forced 
rates of interest comparable to the going rates on private mortgages 
in the area, many of which run 5 percent. These are figures of t! 
present times of unusually low interest rates throughout the country 
The levels would be much higher in the future if we ever return to th 
conditions of the 1920’s and 1930's. 

Is it fair to these small municipalities, particularly the school dis 
tricts, to increase their cost of education and other necessities? Is it 
fair to ask these municipalities and school districts to strain th 
limited resources when the revenue which the Federal Government 
would derive is so insignificant? 

In my State we have had our share of the Nation-wide problem of 
underpaid teachers and other school and municipal operating ex- 
penses. The State of lowa has gone so far as to assist these muni 
palities by granting 25 percent State aid to schools, but even that has 
not solved the local problem. 

Much remains to be done to keep the finances of these school dis- 
tricts on a sound basis. The State of Lowa has a real estate tax 
limit of 5 percent of the actual value. In many parts of the Stat 
this limit has been reached or is fast being approached. This is no 
self-imposed arbitrary limitation. It is a realistic appraisal of th 
ability of our property to stand the tax burden, a limit beyond whic! 
a tax could result in a capital levy. 

Alt this has been true even with the help of tax exemption 
financing the capital cost of these local subdivisions. It would } 
much more difficult if we had to contend with the taxability of o 
obligations. 

The committee must see how inconsistent it is to increase 
financing costs for these municipalities and school districts on t! 
one hand, and to entertain the proposal to embark upon a program ‘ 
Federal aid to schools on the other. 

As a matter of fact, this inconsistency invites the suspicion t! 
at least some of the support for the taxation of State and local obli: 
tions comes from those who believe in increasing Federal aid a! 
increasing Federal controls which go with the Federal aid and 
substitution of centralized control for independent local contro! 

It seems to me that it is sound government to encourage thes 
municipalities to*solve their own problems, financial, social, pub 
improvement, and otherwise. That is the essence of democracy 
my humble opinion. 

It would seem advisable to determine at the grass root level 
cost of such improvements to issue only such municipal obligations 


1? 
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as are considered necessary by those who understand the problems 
best. 

Thus we would avoid the cumbersome and expensive practice of 
having the Federal Government drain these resources in the form of 
Federal income tax and then have the Federal Government pipe 
back a smaller portion to the States, municipalities, and small school 
districts. 

If. as | suspect, the tax on our local obligations is only a prelude 
to the program of increased Federal grants-in-aid, then the purpos« 
of increasing the net Federal revenues for emergency expenditures 
at the present time cannot be advanced by such a tax. 

While I am not an attorney, it is my understanding that it was just 
this inherent element of Federal control in any such tax which induced 
the United States Supreme Court to hold a tax on State and local 
obligations unconstitutional! 

Because of this holding of the Supreme Court, any hope for raising 
actual revenue during the present emergency should be abandoned. 
All you would have would be a distressing litigation and a conflict 
between the officers of the Federal Government and those of the 
states, a conflict which would be much better avoided during these 
times 

It is for these reasons that we in lowa respectfully urge this com- 
mittee to oppose the proposed removal of the tax exemption of State 
and municipal obligations 

The CuHarrmMan. Nr. Jenkins 

Mr. Jenkryvs. | have one observation I would like to make 

I think that you are absolutely right in your statement. I think, 
further, that one of the finest things that could happen in this coutry 
would be if the State and municipal officials of this country would 
assert themselves against the encroaching hand of a great gigantic 
government. They must not forget that the States were here befor« 
the Government was here, and that the Government is the creature of 
the States 

If all the State officials all over the country would keep up this 
movement that vou and other men have started here today, it would 
be a great benefit to us in Congress who have been trving to fight 
against the encroachment of the Federal Government in the last 
lew years 

Mr. Kosex. Thank you, Congressman Jenkins. I appreciate those 
kind statements 

The Cuarrman. If there are no further questions, we thank you for 
your appearance and the information you have given the committee 

Mr. Kosex. Thank vou, Mr. Chairman 

The CHAIRMAN. Mu Walter E. Keves, director of the Florida 
Improvement Commission 

Will vou give your name and address to the reporter for the record, 
and the capacity in which you appear here, please? 


STATEMENT OF WALTER E. KEYES, DIRECTOR, FLORIDA STATE 
IMPROVEMENT COMMISSION; ALSO REPRESENTING GOV. 
FULLER WARREN, OF FLORIDA 


Mr. Keyes. My name is Walter E. Keyes, director of the Florida 
State Improvement Commission; also representing Gov. Fuller 


Warren, of Florida. 
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I should like to mention that the Florida State Improvement Com- 
mission is the State agency to do the revenue financing for the State 
of Florida because the constitution prohibits the State from going 
into debt. Therefore, this commission has been established by law 
The Governor is chairman of this commission, and I represent him 
in this capacity. 

The State of Florida takes the position that any tax imposed by 
the Federal Government on income derived from bonds or revenue 
certificates issued on State projects is not only unconstitutional, but 
will be extremely detrimental to the growth of the State and seriously 
retard its public works improvement programs. 

Florida has been progressively successful in securing low interest 
rates on all bonds issued to finance State projects. From a marketing 
standpoint, one of the most alluring features of these bonds is their 
tax exemption. 

Should the income to the bondholders be subjected to taxation, 
marketing attractiveness of the bonds would be greatly decreased 
and necessarily result in a higher rate of interest, causing a crippling 
handicap on financing public projects. 

The Florida State Improvement Commission has issued $37,002,000 
of revenue certificates at a minimum interest rate of 2.5 percent. It 
is impossible to accurately calculate how much additional interest 
would necessarily be required by bond buyers if the subject tax is 
successful, but best informed sources are of the opinion that such a 
tax would result in an increase in the interest rates up to 1 percent 

Assuming that the tax would have increased the interest rate on th: 
securities issued by the State of Florida by 1 percent, it would hav: 
cost the citizens of the State an additional $7,667,778.73. This fig 
ure can be multiplied manyfold when the 67 counties of our State 
and our many fast developing cities are considered. 

The shocking effect on the expansion of our much needed schoo! 
building program is in itself a cause for the elimination of this tax 
now under consideration. 

In order to be more specific, recently our commission was successfu 
in obtaining an interest rate of 2.61 percent on a $28,000,000 bon 
issue to supplement financing of an expressway system and two addi 
tional bridges across the St. Johns River in the city of Jacksonville 
Duval County, Fla. The interest on the entire issue to final maturity 
of the bonds will amount to $18,182,402.50. 

If the proposed tax had been applicable to the income from thi 
bond issue and as a result thereof increased the interest rate by 
percent, a direct cost of $6,966,437.73 would have been placed upo 
the taxpayers of a single county in Florida. 

[t is extremely doubtful if this project would have ever become 
reality if such a tax had existed. This project is considered so vita 
to national defense that the Federal Government contributed $14 
000,000 to its construction. 

It is apparent that the creation of such a tax would not only hamp: 
the construction of the project, but other much needed State and locs 
projects. It would curtail presently planned projects necessary an 
essential to national defense in which the State and Federal Gover: 
ment are cosponsors. 

It is not clear whether the proposed tax is to be applicable to sec 
rities already issued, or whether it relates only to prospective issue 
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[It is almost unthinkable that a tax on outstanding securities would 
be voted after the securities have been offered for sale as‘ tax-exempt”’ 
and purchased on that basis. Such action is clearly unfair and would 
tend to destroy confidence in government and break down the future 
willingness of the investing public to buy public securities. 

A Lax of this nature would be passed by the bond buy¢ r directly 
back upon the public moneys of our State in the form of an increased 
nterest rate 

It is clear, the refor that the proposed tax, 1n addition to increasing 

interest rate and cost of financing public projects, would deter a 
imber of bond buvers from investing in securities of this nature 
Thus it is quite probable that our State, in many instances, would b« 
prived of a means olf hnancing worth-while projects due to the 

vased cost or refusal of the public to invest in the securities 
lhe amount of revenue that would be derived over a long period of 
vears would be comparative: L\ small and certainly would not justify 
the obvious disadvantages in taxing the securities, especially in view 
he fact that it would tend to han per the States and muni ipaliti S 


| ‘ ‘ ‘ | ‘ ] ‘ ] 
the development of \ lly esse al public works projects, thus 
ae ASIne the estimate i i iit SOUT 
Therefore, in direct proportion to our present rapid growth whicli 
2 tO-percent Increast hh populaAtllon, as shown inh the recent census 
é‘ | Ree ca aa ae Ctos eS at ad 
report, the deveiopm Oot ti state of Florida would bD crea ly 
hampered 
‘ ] | ‘ | - | ] . ; . i] ; 
The imposition of this tax by 1 Federal Government will give it 
ower over the States and municipalities, which is not contemplated 
; } } | , 1 
( Vstem oO go 1h TAKE Visions ) yeen ih¢ 
| mo ii U { ereign & on the othe! lr 


this tax would b a tax by the Kederal Government placed 


ipon the funds of the State government and the opinion of ou 
torneys, Is, therefor constitutional 
In behalf ol thi te) | eC Ol Florida and all Ol 1ts p ib c entilies, We 
pectfully request this honorable committee take positive action 
against this proposed 1 ethod of taxation 


The CuatrmMan. If there are no questions, we thank you for your 


arance and the information you have given the committe: 
Mr. Keyes. Thank vou, Mr. Chairman 
The CuarrmMan. Hon. Alexander A. LaFleur, attorney general of the 
State of Maine , 
Will you give your nam and address to the reporte! and the 


capacity in which you appear here 


STATEMENT OF ALEXANDER A. LaFLEUR, ATTORNEY GENERAL 
OF THE STATE OF MAINE 


Mr. LAFLtevcr. My name is Alexander A. LaFleur I am the 
| Siate of Maine. I represent not only myself 
that official capacity, but I represent the Governor, the legislature, 
d everv citizen in the State of Maine in opp sition to this proposal, 

In behalf of the individuals whom I have said I represent, we oppose 
the suggestion made to this committee on February 1951 by the 
Secretary of the Treasury that the income from the bonds issued by 
the States and their political subdivisions be s ibje cted to taxation by 
the Federal Government 


torney general of th 
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We had assumed that the issue now raised by the Secretary of the 
Treasury had been settled once and for all almost a decade ago. In 
the late thirties and early forties, the then Se cretary of the Treasury 
urged the Congress to pass legislation taxing the interest received from 
State and municipal bonds and securities. 

Despite this urging, the Ways and Means Committee consistently 
refused to report favorably on this proposal to the House of 
Representatives. 

Furthermore, on September 19, 1940, the Senate defeated a proposal! 
which sought to tax future issues of State and municipal obligations. 
On October 18, 1942, the Senate again rejected a similar proposal. 

Now, at a time when national unity should be stressed, this dis- 
unifying issue, an issue which goes to the roots of our Federal systems, 
is once more submitted. 

The Secretary of the Treasury has not presented any new reason 
why this proposal, a proposal which, incidentally, yields negligible 
revenues to the Federal Government, should now be enacted. The 
Secretary has not advanced any new arguments why he or his counsel 
feels that the Congress has the constitutional power to tax State and 
municipal bonds. 

The State of Maine wants to emphasize before this committee today 
that it believes it would be a major breach of faith for the Federal 
Government to impose the tax that the Secretary of the Treasury 
advocates. 

The Federal Government’s power to impose a general income tax 
at all depends upon the sixteenth amendment. We want to show you 
that when the sixteenth amendment was ratified by the States it was 
only upon definite congressional assurances that there was not lurking 
in the proposal any authority to tax their obligations. Congress can- 
not today act on the assumption that it has constitutional power to 
tax our obligations without the grossest kind of bad faith repudiation 
of those assurances which alone made the amendment possible. 

Prior to the adoption of that amendment a general Federal income 
tax was impossible because of the decision of the United States 
Supreme Court in Pollock v. Farmers Loan and Trust Company 
(157 U.S. 429; 158 U.S. 601). 

The only solution lay in amending the Constitution, and President 
Taft asked the Congress to do so in 1909. 

The day following the President’s message, Senator Brown, of 
Nebraska, introduced a joint resolution, which provided: 

The Congress shall have power to lay and collect direct taxes on income without 
apportionme nt among the several States according to population. 

However, in the Senate Committee on Finance the phrase “from 
whatever source derived” was substituted for the word “direct.’ 
This substitution occurred without discussion or explanation excep! 
for one occasion when it was observed on the floor of Congress that the 
phrase would permit the taxation of individuals as well as corporations. 

After the amendment had passed the Congress and was before t! 
States for ratification, in January 1910 the Governor of New Yor! 
expressed the fear that the then proposed sixteenth amendment might 
permit the taxation of the interest from State and municipal bonds 
His statement immediately endangered the adoption of the whole 
income tax proposal because it was clear that the States would never 
sanction an amendment containing such a threat to their finances. 
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So at once the friends of the amendment felt compelled to answer 
the Governor or abandon hope for the amendment. 

In February of that year Senator Borah, then the leading exponent 
f the proposed amendment and an able constitutional lawyer, rose 
in the Senate to allay the New York Governor’s fears Senator 
Borah’s views received widespread attention and publicity. Senator 
Borah said: 


s of the State 


Lats ’ 
rt for a hundred vears, wrench the whole Consti 
portion 


framed 


and destroy the object and purpose for 1 


Later, in February of 1910, Senator Brown, the introducer of the 
amendment, substantiated Senator Borah’s views when he said 
The amendment does not alter or modify the relation today exist 
the States and the Federal Government. That relation will 1 
inder the amendment As it today without the amendment lt 
all that the Government cannot under the present Constitution tax Sta 
ties or State instrumentalities, 


Moreover, Senator Elihu Root, of New York, alleged by some to be 
the actual draftsman of the amendment and considered by many to 
be the ablest lawver of the ace, notified the New York state Legis- 
lature that in his opinion the amendment could not be so interpreted 
as to permit a Federal tax upon State securities, 

Furthermore he said 


nere Was ne 
nt to tax then 


Only after these statements were made by the three Senators who 
had the most to do with the amendment was the amendment ratified 
by the States. 

We urge upon this committee most strongly the fact that were the 
Congress now to attempt to tax the interest from State and municipal 
securities it would be an incredible breach of trust of the highest order, 
with all of the States of the Union that ratified the amendment only 
after these absolute congressional assurances that the amendment 
would not permit the Federal Government to tax the interest on State 
and municipal obligations 

The State legislatures ratified this amendment only in reliance upon 
assurances that they did not thereby give the Federal Government the 
power to tax their securities. We do not see bow in good conscience, 
n the light of the above statements, the Treasury Department seeks 
to have this committee propose such legislation. If the Treasury 
Department thinks such legislation should be passed, then we submit 


that the only fair and equitable thing to do is to submit the issue to the 


people in the form of a proposed constitutional amendment. Only 
n this way will the Congress keep faith with the States that ratified 
he sixteenth amendment 

In conclusion, we can only transmit to this committee the grave 
concern of the State of Maine with this attack on its immunity from 
Federal interference. We ask this committee to repudiate any sugges- 
tion that the States, or the State of Maine, are not the constitutional 
equals of the Federal Government in the field of intergovernmental 
taxation. 
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We urge that the Congress not break faith with the States th: 
ratified the sixteenth amendment. 

And we further respectfully urge that any other course of action | 
the Congress inconsistent with the reasons hereinbefore set forth wou! 
leave to the State of Maine no substance as a State, but only tl 
historical title, “State of Maine.” 

The CHarrman. If there are no questions, we thank you verv muc! 
Mr. Attorney General, for your appearance and the information giv: 
the committee. 

Mr. LaFueur. Thank you, Mr. Chairman. 

The Cuarmman. Mr. Donald Goldberg will appear in place of M 
ashtt Burr, deputy attorney general of Pennsylvania. 

Mr. Goldberg, will you please give your name and address and tl 
capacity in which you appear to the stenographer? 


\ 


STATEMENT OF DEPUTY ATTORNEY GENERAL VASHTI BURR 
REPRESENTING GOV. JOHN S. FINE, PRESENTED BY DONALD 
GOLDBERG 


Mr. Gotpnerc. My name is Donald B. Goldberg. I am appeari 
in substitution for Deputy Attorney General M. Vashti Burr, 
Pent Vivanhli, 

To save the time of the committee, I propose in reading the stat 
ment to omit a few sentences which repeat previous testimony, b 


I should like to have the whole statement placed in the record inta¢ 
because of the portance of its message 
The Cuarreman. All right, without objection that may be done 
Mr. Gorppera. As the representative of Hon. John S. Fin 


Governor, and of Hon. Charles J. Margiotti, attorney general, 
Pennsylvania, | desire to make this statement on behalf of the Cor 
monwealth of Pennsylvania to oppose “the removal of the exemptio 
of State and municipal securities from Federal taxation,’ as reco1 
mended in the statement of the Secretary of the Treasury on Februar 
5, 1951 | . 

| would invite vour attention to the fact that in the 1939 heari 
before the House Ways and Means Committee there was submitt 
as part of a statement on behalf of the Commonwealth of Penns) 
vania, the text of a memorial by the General Assembly of Pennsylva 
declaring: 
} 


that Federal taxation of State and municipal bonds is inimical to the 


this State and its municipalities, 

The proposal for Federal taxation of State and local securities | 
been presented to the Congress on many occasions and in mat 
guises. 

Now in 1951 apparently the principal arguments for removing t! 
tax exemption, although only with respect to future obligations are 

1. That wealthy persons should be prevented from escap! 
the high rate of surtaxes; 

2. That State and municipal governments should not hay 
advantages over private borrowers in the loan markets arisi 
from the fact that interest on public loans is tax exempt wh 
interest on private loans is taxed; and 














REVENUE REVISION OF 1951 1031 


9 That a logical consistency should be attained in the 


definition of taxable income. 
There has been considerable comment by propor nts of Fede ral 
of State and low al securities concerning 2 so eal ed 


axation 
the tax treatment of wealthy persons who can 


<isting as between 


fford to invest in tax-exempt securities and persons mn the lov 


ome brackets 
The idea that the proposed Federal taxation hould resul na 


ation more eq titable for low-income Laxpay s q te unrealstl 


the first place, the relative number of people n the h oh rtax 
Ups who could ben it Irom the ownership of tax exempt securities 
-mall and, secondly, in purchasing tax-exempt securities they | | 


rectly the effects of high surtaxes because they must accept a 


ypwer return on their investment in exchange lo! thi privilege ¢ tax 


f mption 


\loreover, in the end the mass of middle class and neo 
xpayers throughout the country who would pay Tor such a vel 
Federal taxation. That conclusion can be reached by the applica- 
in of a bit of simple log 

To begin with, we submit that it inrealistic to suppose that 


IK deral taxation of State and municipal PCUl is would res t n 
ny appreciable revenue adva \ 


Furthermore, such Federal taxation would cost h ~ ind 
local subdivisions annually in increas d interest cost mo 
approximately equal to, or perhaps mor thar hick 
Federal (rovernme! would b { pected tO rece. 

In effect, therefor most of the adadlt onal revenue all y th 
ral Government Would be pala by tl states » | { 
hough the States i¢ peen require 1 to pay nto it l 

lreasurv an amount equal to the in ised interest cos 

And how would tl Stat and their municipalities al ot] 
nst! mentalities, faced with the mereased cost on t iM 

pAcILY, pay thes ("f 

Clearly the only vay ney mld do so in the nia I ) 
he Cl en lt \ l s this VO ricie \ 
mse prope i] oth \ is l 0 ( 

vers ld, in the 

() eCourse t \ ) ! t) 1) ! mo 

ited iny \ i \ of St : 
idea ths I mort nst lo | ( ( 
bout a mo e sift pavers in 
yw-iIncom ry lso tl 

WNVOI evel a 1 Go . . ould : : c 

able advantage trom the ecor ( . | viewD 

Chere is another aspect to the question now under consideration 


economic anda 


transcends in importance, in our view, the pur 
aspects. , ; le) 
> “ 
Pennsylvania 
mblv in 1939. Federal taxation of State and municipal secul 
(‘omni nwealth, its local lbD- 


I } 
that to express I in reneral terms as did thi ceneral 


the best interests of th 


sions. and its peopl 
It is our view that the sovereignty and v¢ ry ¢ xistence of 
crovernments Wo ild be seriously threat ned by the Federal tax 


“fot end 
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ation of such securities, first, by weakening materially their financia 
independence, and, second, by making it difficult, if not impossibk 
for some of the local subdivisions to obtain essential credit. 

Over four-fifths of the obligations are those of the local subdivisions 
including county, city, township, school district, and special district 

It is absolutely essential that the borrowing power of these loca 
subdivisions remain unhampered; otherwise essential local services 
will suffer. 

If the Federal Government taxed the interest on their obligations 
the borrowing power of all of them would be severely hampered and 
the borrowing power of some of them would be destroyed. This is 
not a threat to be taken lightly. 

It is expected that, particularly in those States which impose no 
income tax, the local governments would have to raise their property 
tax rates or tax other objects. 

The situation, to say the least, would be critical. 

Under the Pennsylvania constitution there are limitations of borrow- 
ing power of the Commonwealth and its political subdivisions. Thy 
legislature has established a number of State and municipal authorities 
which issue their own bonds for the construction and operation of 
public institutions and facilities. Pennsylvania participates also in 
various interstate commissions created by compacts such as the Dela- 
ware River Joint Commission and the Delaware River Joint Tol! 
Bridge Commission, which issue their own bonds. 

The tax-free character of the bonds issued by these governmental! 
authorities and commissions is a vital and indispensable factor in th 
exercise of the borrowing power. 

Plans are underway for the creation of another interstate commis- 
sion to carry out some vitally important projects in the Delaware 
Basin 

It is conceivable that, if the interest on the bonds to be issued by 
such a State government instrumentality were to be taxed by th 
Federal Government, the States concerned would be seriously ham- 
pered, if not thwarted, in their efforts to create such an interstat 
instrumentality. 

It is folly for anyone to say that Federal taxation of State and loca! 
securities would not impinge in a vital and disastrous way upon the 
exercise of governmental functions by the States and subdivisions and 
instrumentalities, 

Why should the State and local governments be constantly called 
upon to defend themselves against the onslaughts of those who, Wil 
apparently little or no regard for time honored concepts underlying 
our constitutional Federal-State system, advocate measures whic! 
would definitely cripple and further discourage the State and loc: 
covernments in their efforts to be financially independent in perform- 
ing the governmental functions which are primarily and distinctly) 
their responsibility? 

Why make it more difficult, for example for the States to finance 
their civilian-defense programs; the responsibility for which, as d 
clared by the Congress itself recently, is ‘‘vested primarily in tl 
several States and their political subdivisions’’? 

The Federal Government could not possibly raise sufficient revenu 
by the taxing of State and municipal securities to warrant the dis- 
astrous consequences to our Federal-State system, 
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Throughout the history of this Republic, there was always a well- 
recognized principle known as reciprocal government immunity from 
taxation. As stated in the dissenting opinion of Justice Doug: 
which Justice ing concurred, in the case of New York et a] 
Tinited States (326 U.S. 572 


Dd am 


is, In 


he proponents ot the proposal —s und r consideration mav hav 


an nd only the DOSSIDII es of awning addit onal revenus f the 
Federal Government, however! orlighs and whatever the t ip 


I | COSL II 
| 


respects Inay pe 


lo the Commonwealth of P: nnsvivania and, we are sure, 1 


iré > othe! 
States and thy r low P| sub Visions, thre proposal IS aie the: S\ mbo] ol 
e struggle between those who would bi ng about creater and eate 
en alization of DOV n the Fed I | (sovernment what Ve! thre cost 
snd tats tits bullave that tee are rvation of our free society depends 
yon the preserva m ot t bial of powers between Fed ral and 
State Governments, esse! to the continuance of our Federal-Stat: 
SVs 1} 

Pe ap t! MAO! of the peop n this country are desirous o 
having our Federal-State s supplanted by another, patterned 
alot the lines « 0 foreign societ\ We doubt. it 

United State : me Court, in its later pronouncems 
h ng a bearing o1 é biect before us, has ta 1 the v th 

Lily tit (7 ule 2 | | I h BK leral pe r eN na hy 
ry olf a tax on State and municipal securities is a politi al : 


Well as a@ Tiscal prob l ana one must look to Coneress for the solution. 
the world, in this critical hour 


’ stand turther ene! ichme nts 
pon oul “for m ot go en 
Let Is hye ir ink mine B i! } | rankiin S aqmon on tha lib rey 
lost bv a CG idual procs Li us not san on measures, unde! 
guise OL revel I I oO oO herwise, tha would lessen the 
tiveness of loca ernment in fulfilline ~ responsibi ies OL 
iat would merely | further ntralization of aut basis 


he CHarrMAN. If there are no questions, we thank you for your 
ypearance and the information you have given the 
Mr. Gotprere. Thank you, Mr. Chairman. 

The prepared statement of Deput v Attorney General M. Vashti 


irr is as follows 





rEMENT LD) \ Gi MeV But REPR N1 
Gov. JoHn 8. Fi \ i Gy RAL CHARLES J. Maraiori N 
BEHALF < rH ( wea | . ' 
\ rep i B. 2 Gy r lof Char J 
: 1, & I | fn 1 1 r t ‘ 
uf ort Cor f Pe i it r 1 I 
I ors . pret I ye t Xt as Ir n- 
é he ta < f Sccretar ot reas Febura » 195] 
é ia e of the committee’s e, for me to undertal 
‘ of eie on bearing o hic or of all tl 
Sta a 1) inicipa securities, or the interact from 
irities, should not ft TAaAXxe i bv the Fed ral Cy P } ! (thers who are 


heduled to appear at these hearings are prepare i to present detailed it formation 
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and statistics bearing on the subject. Moreover, copious material, pro and co 
is recorded in the hearings of 1939 and 1942 before the House Ways and Mea: 
Committee and in the hearings of 1939 before the Senate Special Committe+ 
Taxation of Governmental Securities and Salaries. 

I would invite your attention to the fact that in the 1939 hearings before t} 
House Ways and Means Committee there was submitted, as part of a stateme: 
on behalf of the Commonwealth of Pennsylvania, the test of a memorial by t! 
General Assembly of Pennsylvania declaring ‘“‘that Federal taxation of State ar 
municipal bonds is inimical to the best interests of this State and its muni 
palities.” 

The proposal for Federal taxation of State and local securities has been present 
to the Congress on many occasions and in many guises. In 1918 it was propose 
under the stress of the emergency then existing, that such securities be tax: 
for the sake of additional Federal revenue, exempting only refunding bond 
That proposal was passed by the House. In 1924 the Treasury gave as an objecti' 
and a motivating reason for Federal taxation of such securities that it would te: 
to curb the extravagance of municipalities. In 1923 and 1924 the majority of t ) 
Members of the Congress were, according to the reports, of the opinion that 
tax exemption could not be removed except by a constitutional amendment. | 
1939, when the Federal revenue repects were emphasized, the House passed t! 
bill. In 1942, when the proposal was intended to apply to both existing and futur 
obligations of the States and municipalities, emphasis seems to have been plac 
on the need for preventing a comparatively few wealthy individuals or estat: 
from taking refuge in tax-exempt securities 

Now, in 1951, apparently the principal arguments for removing the tax-exemp 
tion, although only with respect to future obligations, are (1) that wealthy perso: 
should be prevented from escaping the high rate of surtaxes, (2) that State ar 
municipal governments should not have advantages over private borrowers in t] 
loan markets arising from the fact that interest on public loans is tax-exempt whi 


interest on private loans is taxed, and (3) that a logical consistency should | ¢ 
attained in the definition of taxable income 
There has been considerable comment by proponents of Federal taxation « 


State and local securities concerning a so-called inequity existing as between t 
tax treatment of wealthy persons who can afford to invest in tax-exempt securit 
and persons in the lower income brackets. The idea that the proposed Feder 
taxation should result in a situation more equitable for low-income taxpavers 
like some other ideas expressed in support of the proposal, quite unrealistic. 

has been shown in much of the testimony in previous hearings on the subject th: 
in the first place, the relative number of people in the high-surtax groups Ww 





could benefit from the ownership of tax-exempt securities is small and, second 
in purchasing tax-exempt securities they feel indirectly the effects of high surtay 
because they must accept a lower return on their investments in exchange for t 
privilege of tax-exemption. Moreover, in the end it is the mass of middle-cla 
throughout the country who would pay for suc} 


and low-income taxpayers ‘I 
venture in Federal taxation. That conclusion can be reached by the applicat 

of a bit of impie lovic. 
To begin with, we submit that it is unrealistic to suppose that Federal taxat 
a 


of State and municipal securities would result in any appreciable revenue : 
tage to the Federal Government. Furthermore, although we have not had ac 
to exact figures as applied to the present situation, it seems clear, according to t 
best available reports, that such Federal taxation would cost the States and lo 
subdivisions annually, in increased interest costs, an amount approximately eq 

| 


to, or perhaps more than, the revenue which the Federal Government would 


expected to receive. 
In effect, therefore, most of the additional revenue gained by the Federal ¢ 
1 be paid by the States, to the same extent as though the States | 


ernment woul 


been required to pay into the Federal Treasury an amount equal to the increa ( 
interest cost And how would the States and their municipalities and ot! 
instrumentalities, faced with the increased interest costs upon their borrow 


Clearly the only way they could do so, in the f 


capacity, pay those costs? 
many cases this would undoubtedly mi 


analvsis, is to tax their citizens. In 
increased property taxes. In other words, millions of ‘“‘little’ taxpayers wou f 
in the end, pay. Of course, they would not know that the reason they are pay 

ated in anv wavy to the Federal taxation of State and local securities. 

be given to having the income from Fed 


It has been proposed that consent 


irities taxed by the States. To the extent that States did tax such income, t 


would have the effect of eliminating a part of the revenue gain which the Feder 


secu 





vernment might o 
» the 


interes . i 


te : 
ind, there would pays aton 
ately one-third & yr ; 
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al governments in their efforts to be financiaily independent 

governmental functions which are primarily and distinetly th 
Why make it more difficult ,for example, for the States to finar 
se programs, the responsibility for which, as declared by 


v, is ‘vested primarily in the several States and their po 


ernment could not po 
nunicipal securities 
system There hi 
hearings i 
tax incon 
mcome \ 
} 


the State 


Alie 
(Aix would be Imp ed 


the Stats fron 
al Governme 
terest on 


venues ftror 


The Cuareman. Mr. Bertram D. Tallamy, superintendent of pul 
works, State of New York. 

Will you please give your name and address to the reporter, 
the capacity in which you appear? 
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STATEMENT OF BERTRAM D. TALLAMY, SUPERINTENDENT OF 
PUBLIC WORKS, STATE OF NEW YORK, AND CHAIRMAN, NEW 
YORK STATE THROUGHWAY AUTHORITY 


Mr. Taututamy. Mr. Chairman, my name is Bertram 
State Office Building, Albany, N. I am superintend 
works of the State of New York, and chairman of the 
State Throughway Authority 

The authority is a public corporation established by chapter 143 
of the New York Laws of 1950, for the benefit of the people of the 

he cvislature { xpressly charged the authoritv with the De 


ance of a governmental function in exercising its duties T 
a 


thority consists of a board of three members who are appoint 


Governor with the advice and consent of the State senate 

The other members are David J. Martin, vice chairman, 
Burdell Bixby, secretary-t usurer, whos appomtments refl 

rtisan designations 

Through the creation of the authority and the developmen 
New York State throughway, the State plans to accompli 

eater part of its share of the construction of the interstate hi 
system in the State of New York. The importance of this network 
to national defense has been emphasized repeatedly by the Com- 
missioner of Publi Ri Has, the Nat onal Niilit ry Kstablishme nt, ana 
the President of the United States 

In his 1952 budget message submitte 

President ‘Trumatr aid that tl 


Sho 


+ 


Leth On 
i the proposal r\ 
Stat and municipal bonds would 
mical financing of the throughway 
, its importa ! id the substantial amount 
be necessary to provid Lol its completion, am 
thoughts on the myectl tor y ll considerat nm 
he throughway Is a pat f the national system 
s lt conforms full the Federal standards for this system, 
ias lo construction teatures and to its national defense and « 
~ 


lic importance. Its route runs through the State’s most 
ypulated belt from New York ¢ ity to Buffalo, and on to th 
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vania line and from New York City on to Connecticut. Eighty-fiy 
percent of the people of New York State live along this route. 

Most of the State’s heavy industry is also concentrated there. 
highways in this vital area of industrial production of the State « 
New York are the conveyor belts of a highly organized assembly li 
system running between a large number of interrelated industri: 
plants, raw material, and labor supplies. 

The highways are indispensable to maximum production. Yet 
they are wholly unable in their present state to develop the efficien: 
necessary for us to reach maximum defense production and essenti 
civilian use, 

The throughway will provide the necessary strengthening of t! 
highway system. No further demonstration of the inadequacies « 
the existing highway system is necessary than to point out that the: 
were 2,340,000 New York State registered motor vehicles in 1930, wh 
last vear there were 3,882,000. 

This great increase in numbers and a corresponding increase in t] 
use of the individual vehicles has been compressed upon a highwa 
system constructed to meet traffic requirements of 20 years ago 

Two sections of the throughway totaling 13 miles had been con 
pleted on December 31, 1950, and opened to traffic. Sixty-thri 
additional miles were under construction. Detailed constructio: 
plans are underway for the next 145 miles of expressway to be plac: 
under contract, while field surveys for still another 200 miles of t1 
throughway;: are being made at the same time. 

The total cost of the throughway is estimated at $450,000,000 bas: 
on 1950 construction costs. To date the work has been financed b 
monetary advances from the State. 

If this is continued, the cost of constructing this immense proj 
would drain the State highway budget for a long period of tin 
Obviou ly this could not be done 

The State highway budget must provide for the maintenance 
reconstruction of the remainder of the highway network. 

To meet this problem, a special committee appointed by t! 
Governor last year recommended that the throughway be mad: 
self-supporting project, to be financed in the long run through t 
sale of special license plates issued for its use. In this propos 
New York followed the ort neral trend of State after State in turn 
to special financing for the construction of vitally needed trail 
facilities The committee’s recommendation would remove 
impossible burden from the taxpayer's back, and, at the same tin 
make it possible to undertake the immediate construction of 
interstate highw: 1\ pase would otherwise have to be built plecem 
over a long r period « vears. The special license system of financ 
was proposed for the — rhway because of unique traffic char: ve 
istics that would render a toll system impractical in New York 

On the dag ager regen ag of the spe ial committee which stud 
the problem in 1950, the New York Legislature and Governor Dew 
established the New York State Throughway Authority and empowe! 
it to finance, to construct, and to maintain the entire throughw: 


system. 
The legislature also initiated a constitutional amendment whi 
would provide for a guaranty by the State of bonds issued by t! 


authority in an amount not exceeding $500,000,000. 
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The amendment was approved again this vear by 
ate legislature, in conformance to the constitution. a; 


and it will be 
ind ed upon the ballot hext Novembe riora vote of the pe onl 
The proposed taxation by the | nited States 
nd municipal bonds directly concerns the t¢] 
| the State in the consummation of the fit 


i 
i am advised b 


a newly elected 


Ol interes 


. 

ipetenl and reliable nye ment compar 
] 

1 are active in tl | i 


market, that such Fed ral ALLo 
id add heavily LO Ul ithority S interest r: ipon bonds ! 
a py the State Ol deed, pon bonds if iss lt vitho 
Stat If bonds guaranteed by the State cont Y 
1 leral taxatir have long believed t ) Ons ) 
se, the ho ld be able to bor n lone-te 
rations at an inter rate OL approximate! perce 
lt the interest o7 cl POndaS were to De taxed at id] onal hit I 
vould be at least recent per annum. || ir $450,000. 
estimated cost of the throughwavy and .« dering the probsah 
age term duru Which tong-term bonds would he o re 
timated that s h nh ae tional { est chi would amo 
rrregate to S| 12 S00.000. to 34 ound hgeures and econservat 
mates, It would amount to as much ; ) percent of t] origina 
neipal cost of the prorect It woul 1 bye over and al \ { rite 
st now contemplated it would COMprise at aad ha O 
ould he a direct ana heavy V burden on the throug rw? authorit 
e State, and the hichy iV users 
If an attempt is mad to recoup ich a larg ad 
ol the throughwa i is undoul tedly true that the res 
her permit fee would curtail the se of the thro rhway 
wing traffie b n the already seriously ov: owded exist 
way system and city arterial routes. That would require st 
er appropriations of tax moneys from tl] eneral fund of the 
and thre Cee] | nd of the mun Dalitue Ol I SoA t! 
| t runs lor ! rand oft wise } ro ! 
which would necessary in the ot} \ 
these are appro] vhich the St Cal or 
des es empl i oblen hich Sil 1 | ( 
of the hnteres ) ‘ L othe 0 i ) i Uf 
rity will hi nd serious repers ns upol S 
ind municip dget W IS UpO 
ne of var ’ t rath } 7 
te facilities { ’ cular traffic requisite to the maintena 
development i commer ind wy try mn tim 3 ie . 
more Important » provid / I port ) Lit 
hel ring ad i t] »> T? hrougl Wil I { Thal ¢ OO! 
rhe of the Sta Governor |) CV has characte ed 1 
hwav as eC] to the movement of civilians, medica] » 
and supplies, fire-fighting equinn nt and debris-removal equ 
n the event o ombinge. a well as mil ersonnel 
ew of the great need for the interstate sys min New Yor 
the progress which | s already been made in advancine t] com 
construction of ¢] New York State thro \ Nel ' 
imiut Is to be { i \ th t} s¢ : burdet f | aeral taxatior 
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upon the interest of bonds and other obligations which must be issu: 
to finance successfully the design and construction of the throughwa 

l request, with all the sincerity at my command, that you reje: 
the tax proposal as injurious to the welfare of New York and 
municipalities and other States and their municipalities in the furthe: 
ance of their public duties. 

The Cuatrman. Mr. Reed. 

Mr. Reep. Mr. Tallamy, you have made a very fine and interesti: 
statement 

[ assume that the preliminaries have all been arranged now for th 
issuance of bonds for the throughway. Is that true? 

Mr. Tattamy. We have already borrowed some $10,000,000 « 
private financing for the advancement of this project. 

The constitutional amendment has been passed by the two different 
sections of the legislature. It goes for a vote of the people in the fal! 
In addition, we are proceeding with engineering and econom 
surveys necessary to support the bond issues either guaranteed by 

the State, or otherwise. 

Mr. Krocu. Commissioner, do you draw any distinction betwee 
bonds issued for projects such as schools and hospitals and those issu 
for such projects as the thruway that are supposed to be self-sustainin 
and self-paving? 

Mr. Tartamy. No, Congressman 

Mr. Keocu. The income-producing projects. 

Mr. Tactamy. I see no distinction whatsoever. 

Mr. Keocu. Why should not the users of a thruway, such as yo 
have deseribed, pay the cost of it, including the cost of any addition: 
interest that might be imposed by reason of taxation? 

Mr. Tattamy. The New York State thruway ts really a part of the 
New York State highway system. In this band, about 25 miles wid 
extending from New York City to Albany and on to the Pennsylvan 


line, is located 75 percent of the people of the State and the vast m 


jority of the commerce and industry. It is the destination of much 
the agricultural products of the whole State. As a result of that ol 


vious concentration of people, of industry, of commerce and deliver 


il commodities, it is apparent, | think, that the highway 
in that area are very much overloaded Thev can’t possibly carry Ul 
traffic the way they should. Our accident rates are high. Delives 


delaved and late and are beine made at a much greater cost th: 


Vew York endeavor “i to bu ld this new highwa\ 

ler to relieve the existing highway systems out of | 
own budget vear DS Vear, but because ol about i years of Inadequa 
highway construction resulting from the depression and the facet tha 


we couldn't do anything during the last war because of scarcity o 
manpower and materials, the demands on the remainder of the State 


highway system in New York were so great that we just couldn 
possibly do both things at once. Yet they were both essential to t! 
welfare of everyone in the State. 

The only way that the thruway could be financed and get it no 
when it is needed in the State for its economy, for its welfare, fo 
defense production, would be by making a self-liquidating proje 


and having the user pay for it. 
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Mr. KroGcu. Why should not one element of the 


cost wh ( h The 
isers would pay be the cost of the added 


interest that might result 
Irom the Imposition of Federal taxes on the income of those bonds? 
Mr. Tattamy. That would raise 


the cost $112 million, and that 
additional cosi 


aiid 


Mr. Keocu. Over how long a period would that be? 
Mir. TaLLAmy. Over 40 vears 
Mr. Krocu. That would be 2% to 3 million dollars a veai 
Mir. TaututaAmy. That is right, and that is a lot of mor y to raise in 
addition to what we have 
Mr. KEOGH Krom your experience as superintendent ol publie 
works of New York, do you think that the Imposition ol tolls by the 
arious counties and even DY the CLULy of New York has resul 
version from those toll roads of much traffic? 


Mr. Tatutamy. | would say they have not in many instan¢ 


the toll fac ity is the onlv fa HIty that is available, but in New York 
State the thruway is parallel to existing facilities, and if there is a toll 


. { ‘ ] 
ra fee charged for 


the thruway which is out of proportion to what tl 


tiit 
iser would gain by using a parallel route, he will go to the parallel 


route, 
Mr. Krocu. The Henry Hudson Parkway and the Sawmill Rive 
Road are paralle led by routes that do not 
Mr. Tattamy. Yes; they are. 
Mr. Krocu. These toll parkways have seemed not to have too 
much traffic diverted from them as a result of the toll 
Mr. Tatuamy. Those particular routes 


carry tolls, are they not? 


are now completelv in nee 


n 

reconstruction, They don’t have a capeity any where neat VAall- 

ne lO Carry the present trafhie, and we 1m the State are torceed oO 

build them right and the Federal Government is forced to 
ontribute Fed | O hose parallel roads 

M Keocu. If tl », Commissioner, it might bi OO ea 

rease those to cii\ t a little of th {Tic 

Mr. Tatuamy. | ( them, vo y? 

Mir. Keocu. th IIs 

Mr. Tantamy. | ncrease then Nl divert ) ethos 

\ Keocu. A ( of the 

Mr. Tatutamy. | 1 increase the tolls you woul more 

bau tO an aiready neested road 

Mir. Kroou \re 1 : the roads in that area overcongested? 

Mr. Tattamy. Those that you mentioned; ves, si 

Nii ly OGH You ust said the oth Ss re oo 

Mir. Tattamy. A good many of them ar¢ 

Mir. Keocu, Thank you 

Mr. R ED. Mr. Comm sioner, | have had oc« on to arive ove! 
ome of these road hat parallel the toll roads, and I can say it is no 
ry enjoyable driving through New York State because of the de- 
Norable condition of the roads Not only that, but th Creal trucke- 

lines roing down through these comparatively Harrow roads 


msidering the volume of traffic today, is very dangerous. You 


entioned the fact that a great many ac ide nts have resulted from it. 
Mr. Tatuamy. I did 
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Mr. Reep. Of course, we will always have heavy interstate com 
merce coming through from other States going on into Pennsylvania, 
is that not nght? 

Mr. Tatuamy. That is right. 

Mr. Reep. The roads are bad and narrow and we have many 
accidents. The roads in my home county that parallel Lake Eri 
are such that whole families are wiped out as a result of the existing: 
condition of the highways. Of course, the Thruway is in the interest 
not only of our own State but of other States as well. 

Another thing, too, New York City must necessarily live on th: 
products of its own State and other States, thus you have to open ou 
highways to those who produce and may bring the food and othe: 
supplies that New York City needs. 

Mir. Tatuamy. That is correct. 

The Cuarrman. Are there further questions? We thank you, M1 
Tallamy, for your appearance and the information you have given 
the committee 

The Honorable Frederick R. MeMillin, secretary of the League of 
Wisconsin Municipalities. Give your name and address to thy 


Si enographer. 


STATEMENT OF FREDERICK N. McMILLIN, SECRETARY, LEAGUE 
OF WISCONSIN MUNICIPALITIES 


Mr. MeMinurm. Mr. Chairman and members of the committee 
my name is Frederick N. MeMillin. I am executive secretary of th 
League of Wisconsin Municipalities, comprising 428 cities and villages 
in my State, comprising 98 percent of the urban population. 

The Cuarrman. About how much time would you like to have? 

Mr. MeMuituw. | would like to have the entire statement printed 
and I will condense it down to 10 minutes. 

The Cuatrman. Do you want it put in the record as two separat: 
arts or how to you want to handle it? 

Mr. MeMtrur. As you wish, Mr. Chairman. I will try to conden 
the presentation 
The Cuarmman. Are you going to read it and then you want to 
titin again? . 

\fr. MicMiiur. | am going to leave some of it out 

The Cuatrman. All right, go ahead. 

Mir. MeMitumw. Mr. Snyder has told you persuasively of th 
benefits vould follow from the standpoint of the Federal Govern- 
ment However, the Members of Congress in reaching a decision or 
this matter also have the responsibility on behalf of the citizens the 
represent to determine likewise what would happen to municipal an 


rl 


th: 


i 


county governments back home. 

There has been pr sented already the question of how to increas 
property taxes and why. 

One little city in my State of under 5,000 population, which is 
about to build a sewage disposal plant, has learned that if the bond 
to finance this plant are sold subject to Federal taxation, that would 
increase their cost over $200,000. On the average, this would cost 
every man, woman, and child in this city of Berlin, Wis., an extra $44 


for each person, This is a terrible penalty for a small community of 
this size to have to pay. It will probably mean that we will have to 


defer badly needed school buildings which they require in that city 
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VW hat would be the result of saddling such an additional tax burde n 
Ipon home owners, small-business men and others? First of all the 
Congress would be levying a very regressive form of tax in an indirect 
nanner. The Members of Congress up to now have shied away from 
mposing a sales tax, but the pending proposal would result ‘in th 
vying of a tax which hits those in the low-income groups even 
irder than the sales tax I will not take the time to spell out th 
tails here, but I have included in the appendix at the end of n 
marks a computation which shows that if a specified sum were to 
raised by creneral property taxation in the average Wisconsin « 
would result in a tax burden on a small home owner in the low- 
ncome group which is more than double what he would pay if the 
me amount of revenue were to be raised under the Ohio form of 


] { 
Lies Lain 


Hence, if Congress acts to levy indirectly a property tax in my 
State in this manner, it will be responsible for a very regressive forn 
tax burden, much worse than a sales tax 
(hus while it may be argued that it is desirable to have municipal 
irities subject to the Federal income tax because those who hold 
these securities are escaping Federal taxation, this contention is 
sunterbalanced by the fact that in order to reach the holders of 
municipal bonds, ( ‘onere ss W ill have to act indires tly to ley \ the most 
regressive form of tax and thus further burden home « 
isiness men and the like 
Wi hear a good at al ol talk Lo the effect that we should encourace 
tizens to own their own homes since this produces greater s 
this Nation Here Congress would be taking a step which would 


Wwhers small- 


ther discourage home ownership 


Such action would be particularly harmful to a certain class of 
me owners. ‘There are many citizens in the small income group 
ho truggle all th lives to pay tor a home, with the expect: Ol 
it they will be able to enjoy that home in their old age. Ther 
any of these pDcopl who are now trying to live on pensions, OI! 
ngs or endowment insurance, or some other form of fixed incom: 
v are already badly squeezed by the rising price level. One of 
most serious problems is the increasing property tax wl 
must pay on their homes even though their ability to produce 
ome has ceased \ widow trving to raise children in the home 
left by the father is in th same plight Do we want to further 
ase the tax burd non these struggling citizens who are already 
CTIOUS dang r ol losing their hom« sf rough Lax cle linqu ney? 
The Federal Government is already responsible for seriously 
lermining municipal government. The failure of Federal author 


LO adeq lately control the price i vel has sky 


rot kete ad municipal 


idgets. The prices of everything that cities and villages buy have 
ne up of course along with everything else. It has been necessary 
pointed out previously to increase municipal salaries. In Wiscon- 


, 48 Is true in other States, there is only one way by which municipal 


vernments can raise additional revenue, hamelyv, DV hiking gene! 


yperty taxes over and over again. It should be obvious to anvone 
it regardless of what the theoretical market value of thew homes 


; 


ay be, these citizens whom I have previously referred to, who ar 
rying to survive on pensions or other forms of fixed income, which 
re set up at a lower price level, these people are desperately trying 
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to keep their homes and they have less rather than more taxpayin 
ability at the present time. 

Hence, municipal governments are now finding it difficult to surviv: 
Local governing bodies realize that there is a practical limit to hoy 
high property taxes can be raised. And vet, because of the inflation 
cities in Wisconsin are being faced with strikes of school teachers an 
other municipal employees for higher wages. 

The question of how this civil-defense problem has increased ou 
financial problems locally has been mentioned previously. 

This proposé al to have the Federal Government increase local prop- 
erty taxes also seems unsound because it will tend to nullify other pro- 
grains of the Federal Government. For example, the Federal Gover 
ment has acted to induce municipal governments to eliminate strean 
pollution through the construction of sewage-disposal plants. Th 
Federal highway program recognizes to an increasing extent that 
municipal streets are the bottleneck in the Nation’s system of high 
ways. The Federal Government has acted to stimulate municipal! 
governments to build hospitals, airports, housing developments 
and the like. There is a growing recognition in Congress that thi 
task of providing adequate school buildings for the children of this 
country is straining the resources of local governments. And now 
comes a proposal which would tend to undermine these Federal pro 
grams. ‘This is certainly a case of the left hand not knowing what th: 
right hand is doing. 

It has been difficult enough for municipal governments to financ 
sewage-disposal plants, school buildings, hospitals, street improvements 
airports, public housing, and the like under existing interest rates 
Certainly if interest costs are almost doubled by action of Congress, 
as would be true in the smaller communities, the direct result will b: 
that many essential public projects must be abandoned which might 
otherwise have been undertaken. 

This proposed change would be particularly discriminatory against 
smaller communities which have not vet been able to install publi 
sewer and water systems. To a considerable extent the larger cities 
have already been able to construct their sewer and water plants b 
the issuance of bonds which are tax-exempt. The little cities and 
villages which have taken the plunge to build these public facilities in 
recent vears had in many instances found that it was very difficult to 
meet the capital charges. These sewer and water projects hav 
barely enough customers connected to make the project financially 
feasible even under present conditions. A substantial increase in 
interest cost will make it impossible for many small communitie: 
to finance sewer and water projects which are essential to the publi 
health. 

A few days ago the officials of the village of Blue River were in my 
office seeking technical assistance in connection with their proposed 
water and sewer projects which have been declared to be necessary by 
the State board of health. When they were informed of the pending 
proposal to tax municipal securities they threw up their hands and 
declared that they would have to abandon both projects since the 
simply could not be financed under the increased interest rate. 

We have discussed this situation with our State board of health, and 
we are informed that there are at least five communities in the district 
which Mr. Byrnes, of this committee, represents which will have to 
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\“ 


abandon needed sewage disposal projects if this proposal becomes law: 
These are Mishicot, Oconto, Oconto Falls, Peshtigo, and Wrightstown, 

There are many others throughout our State 

This committee should also realize that this proposal would place 
municipal securities at a serious competitive disadvantage as compared 
with Federal securities 

This involves not only the fact that Federal securities are ava labli 
n large blocks and that it Is more difficult to keep fully informed as to 
the financial standing of thousands of small municipalities, but even 
more important is the matte! of liquidity Since it has been the 
Reserve System to support the market for 


policy of the Federal 
Federal securities, investigators can always dump Federal security 
the occasion demands, with full confidence that the Federal Reserv 


will support the market Under the proposed change the incentive to 
buy municipal securities will be seriously curtailed, and this matter of 
liquidity will materially depress the relative position of mun yal 
securities. 

| have endeavored to indicate to this committee some of the 
which the taxation of the Income of municipal sec irities would or ( 


rect results which would be exceedingly detrimental to the ik cal 


srict | t 

pitta 

erovernments of th Nation lam not aware of! any s lvestions Il 
this proposal that the Federal Government sho ld reimburse municipal 


covernments for the substantial added costs involved ther 





\ ?i qpit = 
.¢ the further impairment of the financial stability of m 
vernments. Hy the effect could not be other —T Th ( 
ive tinane ial proble n it the local le vel 
It is no solution LO \ the vague answel that the whole ques 
Ot tlhe financial relations! Ips between thi Federal, State and it 
ernments needs a thorough examination Certainty the proposals 
a commission on intergovernmental cooperation sp 
I ny members Ol both aes ol th aish SOUTIC ha sho re 
rOrOouUSILY pushed But such a st idy would require Col 
11 » ‘ | 
me, and may well—as has been true of many similai ladle mn the 
pias simply cath r dust on thi shelf after complet O! 
\funicipal governments can not continue to function 0 
theories Thev need money to meet the increas COS )- 
aing essential publ ( ervices 
The CHarrMan. Does that complete your main st: 
Mir. MacMunuin. Yes, sur 
The CHarrMAN. Any questions? 
am . 
The prepared statement of Mr NI 4c MILLIN follows 
PRESENTATION IN OPPOSITION TO FEDERAL TAXATION O MUNICIPAL SECURITIES 
Mv name is Frederi N. Mae Millin I appear as the exe tive secretary of 
League of Wisconsin Municipaliti This is the cooperative agency of 428 
cities and villages in Wisconsin, comprising 98 percent of the urban popwiatiol! 
at State 
I aim to set forth briefly the ur results that would ensue In practice 
{ ongress were to act to ibiect municipal securities to Fed il TAXA i 
proposed to this committee bv the Secretary of the Treasur 
\ir. Snvder has told vou persuasively of the benefits that w if from the 


idpoint of the Federal Government However the Members of Congress 
aching a decision on this matter have the responsibility on behalf of the citizens 
represent to determine likewise what would happen to municipal and ¢ nty 
£ ernments back home : 

This is a proposal which would increase gene ral property 
villages, counties, and school districts of my State. It would make ever 
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intolerable the already heavy burden of property taxes paid by home owns 
small-business men, farmers, and others 

Why would this increase property taxes? The answer is obvious. Bi 
houses estimate that subjecting the income from municipal securities to t 
Federal income tax would probably on the average double the interest paid 
municipal bonds in Wisconsin. This would result not only for general obligat 
bonds, but also in the case of mortgage revenue bonds and special assessm« 
bonds. 

One city under 5,000 population in Wisconsin which is about to build a sewa 
disposal plant has learned that if the bonds to finance this plant are sold sub 
to I ederal taxation, that the cost W ill be increased over $200,000. (in the avera 
this would cost every man, woman, and child in Berlin, Wis., an extra $44 ea 

le penalty for a small city to pay on a single project 
ve the result of saddling such an additional tax burden upon hor 
ess men, and others Well first of all, the Congress would 
a very regressive form of tax The Members of Congress ha 
d away from imposing a sales tax, but the pending proposal wo 
ng of a tax which hits those in the low-income groups mu 
‘stax. I will not take the time to spell out the details her 
d as an appendix at the end of my remarks a computati 
at if a specified sum were to be raised by general property taxat 
re Wisconsin city it would result in a tax burden on a small hor 
group which is more than double that which he wo 


} 


me 
nount of revenue were raised under the Ohio form of sales ta 


acts to levy a property tax in my State in this indiré 
\onsible for a very regressive form of tax burden, much wor 

may be argued that it is desirable to have municipal securit 
Federal income tax because those who hold these securities ar 
r taxation, this contention is counterbalanced by the fact that 

holders of municipal bonds Congress will have to act to ir 

t regressive form of tax and thus further burden home owner 

and the lil 

ich talk to the effect that we should encourage citizens 
ince this produces greater stability in this Nation. Her 


ZZ a step which wo a irt he r discours e home owner 


particularly harmful t ertain class of home owner 
in the small-income up who struggle all their lives 
with the expe tation hat they will be able to eniov ti 
There are many hese people who are now trying 
irance, or some other form of 1 
the rising price level. One of 
property tax which they must 1 
their ability uce income has ceased. A w 
he homestead left the father is in the same pl 
crease the tax bur these struggling citizens w 
rer of losing the through tax de linquency. 
already respo! le for seriously undermining n 
f Federal authoritie » adequately contr 
iget ‘he prices of everything 
ip alor 1 evervthing else. It 
‘ipal salar 
which municipal governmet 
general property taxes again, and ag 
nvone that regardless of what the 
now, the | 
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examination, Certainly the proposals for a Commission on Intergovernmenta! 
Cooperation sponsored by many Members on both sides of the aisle are sour 

and should be vigorously pushed. But such a study would require considerab) 
time, and may well—as has been true of many similar studies in the past —simp! 
gather dust on the shelf after completion. 

Municipal governments cannot continue to function on the basis of theorie 
They need money to meet the increasing costs of providing essential publi 
services 

APPENDIX 

This computation shows that if a specified sum of money were to be collect 
ize Wisconsin city in the form of a general property tax that it wou 

» than twice as heavy a burden upon a home owner in the small incon 

‘ompared with raising the same amount of money through the O| 

In other words the property tax is mo lan twice as regress 

5 LAN. 

f the Census bulletin indicates that the per capita yield of the OF 
7.86, which in Wisconsin would raise approximately 30 percent « 
| property tax. Assume that a taxpayer with an income of $3,00 
home for $8,000. The average city property tax in Wisconsi: 


~ 


ising tax rates adjusted to tr alue) would be S21. Therefor 
property tax would be $64, assuming that if Wise in adopted tl 
; : 


} f 


ax, the revenues would all be used for property tax relief 
irtant question is, how much sales tax would this home owner be requir 
ave S64 in the tax on his home 
appear from typical family spending patterns as shown in studies « 
ited States Bureau of Labor Statistics, ete., that an average family of fo 
persons, two adults and two minor child: . with an income of $3,000 might 
normally make the following expenditur ! ild not be subect to the O} 
form of sales tax 
Total income = $3, OOF 
litures not subject to sales tax 
ng (mortgage payments, int 


Airs 


. beverages, ete 


Vspapers in 


it is obvious that a property tax of S64 is 


more regressi\ f a sale f of $25 for the person in this income group. 


Mir. Kean. I think that you have put your finger on the thing whic! 
would be most disadvantageous in this suggestion, and that is th 
question of the little community. Big communities like New Yor 
Citv or New York State would alwavs have a good market for the 
bonds. and they would be purchased by the big institutions, but wher 
you take some little community that nobody ever heard of outside of 
their neighbors, the only market now for those bends probably exist: 
in people who live somewhere near the community, who know that th 
situation is sound and will purchase them on account of the advantage 
they get from the tax exemption. 
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Mr. MeMutuww. I think under the present tax exemption there Is 
more interest in going out and trying to pick up these small issues, but 
| think if you remove the tax exemption nobody is going to be inter- 


ested in them. 

\ir. Kean. I think that is true. I think some of the small com- 
munities might not be able to sell bonds at all 

\ir. McMiutur. I think that is right. 

\fr. Reep. Mr. MeMillin, vou made some very fine points. Sup 
plementing what Congressman Kean had to say there is a genera 
movement by the States to almost force many smaller communit 
» pul in sewer systems : 
Mr. McMiuuury. That is true in my State 
Mr REED. Thev are going to need a great deal of help so 1ong as 
hat is a State program in order to carry that out Mr. Kean ts 

rhit | know bv my experience at home some of the municipal 

home have to be li ke nover by some well to-do person not very far 
»wav who knows how the local government is being run and the type 
if men in public office, and all that 

Nir. Mi MUILLIN | talked to our State sanitary engincer about this 
pending proposal and he is very much concerned because he doesn’ 
see how our communities can build their plants if this goes through 

Mr. Reep. It is not encouragement to tax their municipal bonds, 
certainly. 

f 


| ask unanimous consent to insert at this point five letters | I 


r ers here ree 


lating to this subject 





The CHAIRMAN. Without objection, that will be done 
The letters referred to follow 
' r yAIN ; \I 
. , | 
} 
| | iN W Hr } 
}] fi basi gion. D. ¢ 
Dear REPRESEN On M lav, February 2 ! ‘ 1 i 
H Way 4 Mea { t 1 prot i i > 
pal | | r e, of ‘ " 
~ f ances 
\ gagoas 1950, > rsa tal (rover ( 
ited Tax Het I I } ‘ i I 
i and Mear t ir pr ‘ \ 
1 r eral, par ( 
~ Defe = I taXA 
la t nz a pro i pr ) il \ | tat | | 
} rN ( Irma H e Wa ind Mea { i 
\ J | Din, ect I ( feren¢ Sta L) rf ¢ Lil | AN 
v York 11, N. ¥ It ‘ 1 that ( vealth wv ( 
tring on M ia irar a 
rporat sand ta 
ngly urge and lee] pprecia 
; y of “fo ) 
4 del ; r 
varra | meta I 
~ eT 
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OFFICE OF THE Mayor, 
We stfield, Mass., Fe bruary 14, 1951 
Hon. Joun W. HESELTON, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN HESELTON: May I briefly state my earnest oppositior 
any proposed Federal taxation of municipal bonds. It should be realized t 
every one of our real estate and local taxpayers and employees are stagger 
under very heavy Federal taxes today. If you tax our municipal bonds, t 
! t rates will jump up and add a considerable cost in the tax levy wl! 

paid. The ultimate cost will fall on our local taxpayers. 
constitutes a further transgression upon home rule in our cities, ar 


ou to leave us alone. We are ail paying liberally for Federal expe: 

ting our local expenditures in all ways so our people can exist 
incomes, 

matter of important governmental relationships which sho 

‘onsideration. We mayors are, after all, closets to the peoy 

be allowed to operate without your breaking into the hi 

we are leading all these people patriotically to support nati 


RAYMOND H 


OFFICE OF THE 
Pittsfield, Ma 
W. HesELTON, 

Office Building, Washington, D. C. 
ELTON: The House Ways and Means Committee has befor 
of the Treasury Department to do away with the Federal inco 
heretofore granted to interest on municipal bonds. ‘The adopt 
easure would increase the cost of municipal governme! 


t and we 
worried about its passage \ letter expressing our opposit 


Chairman Doughton, of the Wavs and Means Committe¢ 
& COpy of that | I 


ROBER1 


JOUGHTON, 
(‘ommittee on Ways and Veans, 
Office Building, Washington, D. ¢ 
Acting on behalf of the citv of Pittsfield, Mass.. the undersig 
that they be recorded with the Ways and Means Committees 
proposal of the Treasury Department to terminate the Feder 
munity of interest on local government unit bonds. 
not permit discussion of the grave constitutional questions invol\ 
or of the prot able loss of independence that cities would incur through tl § 
tion of this measure. We assume that these aspects will be ably handled by « 
For the present we will limit our objections to the practical difficult 
cities are having in raising the funds necessary to support indispensable muni: 
activities. 


) 
} 


t 


The adoption of this measure would certainly result in an increase in inter 
rates on municipal borrowings, which would necessarily be passed along to 
estate taxpayers in the form of higher taxes. A new factor of uncertainty we 
be added to the municipal bond picture by bringing local financial progra 
within the field of effect of Federal taxing and this uncertainty undoubte 

ould be reflected in still higher rates of interest 
We fail 


to see how the country as a whole can benefit from & measure wl 

do nothing but shift a portion of the tax burden from the citizen in |} I 
a Federal taxpayer to him in his role as a local taxpayer. The increase in r 
would find its way by devious paths into Federal income tax co 

is more than probable that something less than the whole amount 


would wind up in Federal tax collections. In that respect it w 








hould so desire, if he wants to appear tomorrow, he may do 
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aT me ie 4 41 TAX VW 
ated 
Respet 
R I | ( PEL! 
Vy “— » of I 
H. Ep RD Hay? 
Trea ( P 
CH I 
‘ i Ht I 
P OR j 4! D. ¢ 
YEAR ( GRESSMA I a i that the Way M ( 
H e of Represe i ‘ ea aring « I i t) mi. 
ul of the Secreta I lreasury that inco I i 
) Federa ( a 
proposed tax would undoubtedly affect the borr r ; 
(Chicopee at a time when the taxpavers In our city are ! ca | t 
er the expense of public improveme s. and t i il taxa 
hould not be th their shoulder 
vy urgent re est it vo vour ( { it 
osal 
\ rv tr y I 
| Rp ©). | 
Vl fC) 


The CHarrMan. The last witness on the calendar is Hon. George 


Conway, of the State of Connecticut. Is Mr. Conway here? 
Mr. Tosrn. I think he was here earlier in the day. I guess he is not 
re now. Iam sorry. He was here most of the day. I don’t se 


here now. I know he has a statement. 


\ir. Reep. I ask unanimous consent that he have the privilege of 


ng his statement for the record at this point. or, if Mr. Cor 


LW i1 


) and 
heard. 
The CHarrman. If there is good reason why he couldn’t appear 
lav and if we have time for him tomorrow. 
\i TOBIN. That is very vracious of you. 
(he CHAIRMAN. Without objection, the committee will recess 

10 o’clock tomorrow morning. 

Whereupon, at 4 p. n the committee rece d m., 


lay, February 27, 1951 
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TUESDAY, FEBRUARY 27, 1951 


House or REPRESENTATIV! 
COMMITTEE ON Ways AND MEANS 
Washington. D. ¢ 
The committee met at 10 a. m., pursuant to recess, mM the Ways 
nd Means Committee room, New House Office Building, Hon 
Robert L. Doughton, chairman of the committee, presidi 

The CHarrMANn. The committee will come to order, pleas 

\ir. Hotmes. Mr. Chairman 

The CuHarrMan. Mr. Holmes. 

Mr. Hotmes. I ask unanimous consent to have Congressman 
Tollefson, of Washington, make a short statement, and unanimous 
consent to have inserted in the record a statement from the city of 
Tacoma, Wash. 

The CuarrMan. Is there any objection? 

The Chair hears none 

Will you proceed, (ongressman, 


STATEMENT OF HON, THOR C. TOLLEFSON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Totierson. Thank you, Mr. Chairman 

My name is Thor C. Tollefson. For the record, | represent the 
Sixth Congressional District of the State of Washu erton In that 

strict is situated the ecitv of Tacoma. 

Mr. J. Frank Ward, who represents the Department of Publi 

tilities of the Citv of Tacoma, was scheduled to appear and testify 
n behalf of the city, but he informed me by telegram the other day 


he could not be present, and he asked me to submit the statement 


f the city 
lhe statement is 9 or 10 pages lone. and I shall not take the time 
ff the committee to read it here, but 1 ask permission to hay 
erted in the record 
| should like just briefly to say that the gist of the statement is to 
effect that the City of ‘Tacoma is oOpposin tI propos of the 
lreasury Department to tax tl interest income from municipal 


The CHarrmMan. Without obiection, the statement referred to may 

imserted in the record 

Will vou go ahead, pleas 

Mr. Totterson. Thank you, sir. 

The particular reason the C1Ly of ‘Tacoma ts opposed to the tax 
proposal stems from their program and plans to increase the public 
power utility, the municipal, power utility. They have a program 
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1 


which involves the expenditure, the estimated expenditure, of $ 
million to construct additional power facilities. 

That program will be financed by the issuance of municipal bon 

It is their belief that if the tax proposal is voted upon favorab! 
that project cannot be carried forward. The salability of the muni 
pal bonds, they feel, will be made less attractive. 

Further than that, in the event that they were able to sell tl 
municipal bonds, they would be bound to increase the tax rate 
order to make the bonds salable. That tax burden, then, would m 
actually be carried by the purchasers of the bonds, but would hay 
to be carried by the city of Tacoma and, of course, its citizens 

They are extremely concerned in that, if the tax proposal is vot 
upon favorably by Congress, they feel that they cannot go forwar 
with that program to extend their public-utility facilities at a tin 
when, in the Pacific Northwest, there is dire need for the extension 0 
all publhe power facilities. 

Thank you very much, Mr. Chairman 

The CHarrMan. Thank you, Congressman 

The statement referred to is as follows 


STATEMENT OF J. FRANK WARD, SUPERINTENDENT, Licgutr Division, DEPARTME’ 
oF Pusutie Uriniries, Ciry or Tacoma, W H. 
The t f ‘Tacoma concerned with regard to the subject of municipal-bo 
LX eXemMy] from tl i nt of all of its operations which re 
bond fina rata lol Tacoma Citv Ligh however, is concert 
pr I t of the removal of such exemption on revenue-bond fina 
‘ r t 1 ‘ 
| UAT ) f i ( rhborhe 
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" " n during tle ct LO vears amounting to 836,000.00 
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oft ( ) riser l hh ee str \ I ol ib ol 
( é 1 ‘ ey opr i i i t i i e to Inve or 
| \ ir Federal Go ! pro i ror ce ion OT elec 
ri at 1 " rta 1} mwr i Dane mm the po 
take fina inv developm« the Northwest for several reasons 
being that earn would not perm ich undertaking At the present tir 
private-utility undertakings are possible and are being undertaken because of 
further change in financial conditions brought about bv their facilities being fu 
oaded, so that most efficient and most profitable operation is possible result 


n higher earning Another factor encouraging present private-utilitv under 
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facilities owned by the public so that any analysis of the citv’s operations 
generally accepted financial terms still results in all benefits in excess of costs goi: 
directly to the public. 

In considering the application of Federal income tax to municipal revenue bor 
issues the impression appears to be that municipal utility operations pay 
taxes. Tacoma City Light pays into the municipal general fund a gross reven: 
tax of 74 percent. It pays to the State of Washington an excise tax of 3 perce: 
on its gross revenues. In addition, it provides services which are an additior 
tax on its gross revenues bringing the total to 134 percent of gross revenu 
This compares favorably with the taxes paid by private utilities in the area exce; 
for Federal income tax, and represents a difference in taxation between Tacon 
City Light and the Puget Sound Power & Light, which operates in the Pug: 
Sound area, of approximately 8 percent of gross revenues. The revenue px 
kilowatt-hour which the city of Tacoma received was 6.255 mills for the calend: 
vear 1948. For the calendar year 1949 it was 6.258 mills, whereas the avera; 
revenue per kilowatt-hour received by Puget Sound Power & Light for its sal 
of electric energy was reported to be 12.262 mills in 1948, and 12.240 mills in 194 
In 1948 Puget Sound Power & Light payments to Federal taxes, including Feder 
income tax amounted to 8.61 percent of its electric revenue gross. At the san 
time the difference in the kilowatt-hour revenue between Puget Sound Pow 
& Light Co.’s rate and that of the city of Tacoma was 6.006 mills, or 48.99 perce: 
less than Puget Sound Power & Light Co.’s revenue. In other words, t! 
benefit which ultimate consumers received in purchasing from Tacoma City Light 
was almost six times the amount which would have been paid in Federal tax: 
assuming that operation of the two utilities were equally efficient. 

To summarize: 

1. The application of Federal income tax to the revenue bond issues of the cit 
of Tacoma light division and the city of Seattle will tend to discourage t! 
development of power generation by these two cities, at a time when Federa 
undertaking cannot be encouraged because of defense needs, and at the same tin 
that tax-exemption is being afforded to private utilities to encourage their co: 
struction of generating facilities. 

2. The application of Federal income tax to Tacoma City Light revenue bor 
issues will tend to discourage the development of the Tacoma area industria 
while encouraging areas which receive their power supply from tax-exem; 
Federal sources. The application of Federal income tax to municipal reve 
bond issues of the cities constructing generating facilities in the Northwest w 
tend toward making the area totally dependent on Federal development with t 
resultant loss of local control of power generation. 

3. Construction of power facilities by Tacoma City Light financed in part 
tax-exempt revenue bond issues, to be paid off out of earnings, are subject 
Federal income tax. This statement is not to be interpreted in any sense as 0 
posing non-Federal power-generating projects in the area by private utiliti 
All feasible projects however sponsored must be given every encouragement 
energy requirements for defense are to be met in the next 2 to 3 vears. 

In the present state of regional power supply deficiency in the Northwe 
both for defense needs and normal economic growth, there is no competit 
between publicly owned and privately owned agencies as to who shall build 1 
generating capacity. 


The CuatrmMan. Our colleague, Mr. Madden of Indiana, will | 
the next witness. 


STATEMENT OF HON. RAY J. MADDEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF INDIANA 


Mr. Mappen. Mr. Chairman, Mavor Eugene H. Swartz, of Gar) 
Ind., and Kenneth A. Parmelee, executive director of the Housin: 
Authority of the City of Gary, hereby submit their opposition to 
proposal removing tax-exemption on State and municipal bonds. 

I agree with these two city officials that a taxing of municipal bonds 
would create havoe with the financial stability of our municipaliti: 
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I congratulate your committee for holding these open hearings and 
extending to the mayors of various cities an opportunity to be heard 


before a tax of this kind is enacted. 
The material referred Lo above follows: ) 
CITy OF GARY 


Gary, Ind., February 20, 1951 


Hon. Ray J. MAppDEN, 
Congressman, F / 
House Office Building, 
Wavs and Means Committee has a meeting schedul: 
non State and 


to a proposal to remove the tax-exemptio 


District of Indiana, 
Washington, D. C 


DeaR Ray: The House 
February 26, relative 


hunicipal bonds 
The cities are very mu opposed to this move, since we w have to foot ‘ 
bill by paying higher interest rates, if the exemption is removed. In the end 
yn for the owners of property and the industries i I 


s means greater taxati 


CALITLV 
| would appreciate it very much if you would be able to lodge a prot n 
half of the cities in Lake County when this proposal comes up 
Very truly your 
EvuGeNe H. Swartz, May 
THe Hovusin AUTHORITY OF THE City or Gary, IND 
February 26, 1951 


Hon. Ray J. Mappen, 


House of Re Pp esentatives 
ou have already 


Washington, D. ¢ 
heard that the Secretary of the Tre: 


Having been 


Dear Ray: I suppose 
is planning to tax bonds issued by municipalities and States 
treasurer of Lake County and the comptroller of the citv of Gary vou can 
lerstand the implications of such a step. The increased cost of local gover 
quity in such a mea and I | ‘ 
ser 


ld-shoulder treatment 


t would be tremendou 
give it the col 


B Doughton’s committee 


With best personal regard 


rs 


lous here is little « 
} 
hi 


1 am, 
Executive Dire 


Sineerely vou 


KENNETH A. PARMELEE, 
The CHarrMan. Our next witness is Mr. Carl H. Chatters, executive 
director of the American Municipal Association. 
Mr. Chatters, will you please give your name and address to the 
iographer, and the capacity in which you appear? 


STATEMENT OF CARL H. CHATTERS, EXECUTIVE DIRECTOR, 
AMERICAN MUNICIPAL ASSOCIATION 


Chatters, and my address is 


I appear on behalf of the 


; 
SLt 


Mr. Cuatrrers. My name is Carl H 
13 East Sixtieth Street, Chicago, IIL. 
American Municipal Association. 

The CuHarrman. About how much time will you require for you 
main statement, Mr. Chatters? 

Mr. Cuatrers. About 8 or 9 minutes. I will make a verbal state- 
ment and file a written statement for the record. 

| appear on behalf of the American Municipal Association which is 

federation of 42 State associations of cities and of which Mayor 
William H. Devan, of the city of Seattle, is president. 

Among the associations we represent are the New York State Con- 
ference of Mayors, Louisiana Municipal Association, League of Texas 
\unicipalities, Illinois Municipal League, League of California Cities, 
League of Third-Class Cities of Pennsylvania, Pennsylvania State 
\ssociation of Boroughs, Georgia Municipal Association, Kentucky 
\lunicipal League, Arkansas Municipal League, Alabama Municipal 

eague, Michigan Municipal League, Tennessee Municipal League, 
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North Carolina League of Municipalities, New Jersey State League of 
Municipalities, League of Nebraska Municipalities, League of Iowa 
Municipalities, Association of Washington Cities, League of Wiscon- 
sin Municipalities, Utah Municipal League, League of Virginia 
Municipalities, and 22 other State and Territorial associations of 
municipalities. 

In addition to that, we directly represent many of the large cities 

‘The first point I want to make is the fact that we are certain tha 
the added interest costs to municipalities, if this proposal were adopted, 
would be a minimum of 1 percent and from 1 percent to 1% percent 
That would be the added cost of borrowing to the municipalities. 

The added burden to the municipalities from the increased interest 
cost is the principal reason why local officials are opposed to this 
proposal. 

I have attended literally hundreds of meetings of public officials 
in the last 15 years, and this question has never failed to attract th: 
attention and their entire antagonism, primarily because of the burden 
on their finances. 

The second point I want to make is the fact that this proposal, if 
adopted would necessitate and perpetuate the needs for Federal aid 
because the costs would rise on those very things which the Federal! 
Government proposes to subsidize or for which it is proposing grants- 
in-aid. 

The Federal Government, for instance, in various departments and 
agencies, has proposed Federal aid for education, either for schoo! 
construction or for operation. Yet this proposal, if adopted, would 
bear more heavily on school construction than any other entity. It 
would increase the cost of borrowing which has to be done for al! 
school construction or most school construction. 

The need for sewers, sewage disposal plants, and the elimination-of- 
stream-pollution programs, is the second greatest need of the largest 
number of local governments. There have been many proposals to 
subsidize them. 

If it is necessary, that need would be greatly increased by thi 
increased interest costs. Even now in many of our States the p: 
grams of stream pollution have been impossible because of the la 
of money to carry them out. 

I think the gentlemen from Pennsylvania on the committee, if they 
were to investigate in their own State, would find that that is thi 
serious detriment in their State. The plans that have actually be 
ordered cannot be built, and that would even be more difficult und 
this proposal. 

The largest cities are greatly in need of superhighways and relic! 
of traflic congestion in the center of their cities. Those facilities : 
extremely expensive. 

They are partly federally financed. This proposal, if enact: 
would be a great detriment to them. 

At the present time the Federal Government subsidizes hospitals 
very heavily; that is, hospital construction, most of which is don 
through borrowing. 

This would again perpetuate the need for such Federal help. 

It seems peculiar that at a time when Federal subsidies are being 
proposed for these things and when you want to cut Federal cosis 
that we would entertain seriously a proposal which would most 
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seriously burden those things for which there is the greatest need of 
help at the present time. 

The next point | want to make is this: that the increased interest 
cost, if this proposal were adopted, would come at a time when you 
find it necessary to increase the levies, the taxes already used most 
eavily by the States and the cities. 

You will probably consider seriously increased levies on tobacco, 
liquor, income, sales, beer, automobiles, and other things on which 
the States and localities already rely very heavily. You will undoubt- 
edly have to increase some of those levies to find increased revenue 

You will be doing that if this proposal Is adopted, and il would be 
an added burden on the localities at a time when you are impinging 
on their present sources of revenue very heavily 

Now, perhaps the most important point of all is this: that municipal 


public works in this country are about 25 years behind time. During 


he period of the d pression and extending into about 1937 or 1938, 
ties were unable to carry on a normal construction program 

So our public facilities were falling behind from about 1929 or 1930 
clear to 1937 or 1938. Just about the time that a normal construction 
program could be started, the defense program started in 1939, and 
eities had to drop their construction programs They were able to 
go ahead to some extent, but very mildly, during the entire perio 
of the war: and it was about 1946 or 1947 before they were able to 
start again 

Now they have been able to carry on a construction program fot 


out 2 vears, ana acai 1} are gvgomng to reed to stop There 


been only H or S vea iT) the last 25 vears when cities could Curry 


a normal construction program. 

When acvain there is an opportunity to build the thi os they need 
they would be very seriously hampered if they found then bonds 
taxed at a time when their needs are the greatest. The result would 
be that the accumulation of public works would become all the greater 

Now, there is one other point 1 think we ought to look not only 

the conditions as they are now when bond interest rates are favo 

but what they are in serious times. If this proposal had been 
fect in the 1930's, it would have done several things \ 

vented the cities whose credit was marginal from 

ney at all. It would have made it impossible fo 
LO DOTTOW . 

It would have made it impossible for any cities except those with the 
very Lop credit rating to borrow. It would have prevente | the refund- 
ing of the debt of the States which were in difficulty and the refunding 
of the debt of the cities which were in difficulty. 

This proposal, if in effect, would have prevented recovery by making 
impossible for many cities to go ahead with their public works 
rogram 

So I think we have to look at what would happen if bad times, as 

ll as good times, were at hand if this proposal were in effect 

Another very important factor was mentioned yesterday several 
times. That is that if this proposal were in effect the small communi- 
ties would find it virtually impossible to borrow. That is true because 
they are not known in the investment market. Their names are not 

own to the Investing public The bonds must be p irchased locally 

w, and if the bonds were taxable, my contacts sith investment 


i? 
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bankers and with the cities themselves indicates that it would be dit 
cult, if not impossible, for hundreds and thousands of small commu) 
ties to sell their bonds and to borrow the money they need. 

Now, the next to the last point I want to make is this: that in ad: 
tion to all the fiseal difficulties, the local officials honestly and sincer 
feel the controls over their programs that would be involved if t! 
Federal Government were allowed to tax their bonds. 

They ask, if the Federal Government can tax their bonds for th: 
water plants, their light plants, their parking facilities, and oth 
things, why won’t they also be inclined to tax the total income fro 
those facilities? 

Regardless of what you may think would be the result, they honest 
fear in their own minds further invasion of their rights if this propos 
should be adopted. They think that if you can tax their water bon 
you can tax their water plants, and they have an honest and sinc 
fear of that. 

Now, in closing, I would say this: that, in our opinion, this further 
the trend toward centralization, first through control; second throug 
making it necessary to rely more heavily on State grants-in-aid ai 
Federal grants-in-aid, that it has little merit as a revenue produ 
at this time, or at any other time, and that there is so little to gai 
and so much to lose that public officials are unanimously and who! 
heartedly against the proposal. 

Thank you. 

The Caarrman. Mr. Chatters, | was very much interested in you 
statement. I have just one question. 

In asking this question, | express no opinion whatever about tly 
proposal of the Secretary of the Treasury to tax the income from Sta 
and municipal bonds. 

You have emphasized, as many witnesses have, the fact that if t 
tax were imposed, as recommended by the Secretary of the Treasu: 
it would mean an additional burden on the taxpayers of municipalit 
and States. 

Now, we are holding these hearings for the purpose of seeking sor 
means of obtaining increased revenue, Federal revenue, primarily 
the national defense. 

Can you think of any present tax that we can increase that w 
not be an added burden to those who pay the tax? 

Mr. Cuarrers. No; any tax is an added burden to anyone vy 
has to pay it. 

The CuarrmMan. That is my thought. 

Mr. Cuarrers. It is a relative matter as to who gets the bu 
and as to who the shift is from and to. In the case of this partic 
tax, the shift in burden would be from one group to the local | 
estate taxpayers. 

The CHarrmMan. It wouldn't be a shifting of the burden. 

Mr. Cuarrers. It would be an added burden. It would be a les 
burden to others who may not then have to pay the revenue deriy 
from that particular source. 

The CuarrmMan. These hearings have been going on for several da 
and so far we have had no help or suggestions or recommendations 
to sources of increased revenues. All of the testimony practically | 
consisted of a protest against any increase in present taxes or agai! 
ihe imposition of any new taxes. 


| 
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We have had little or no help in the other direction, and I am hoping 
that somebody will sympathize with us to the extent of coming for- 
ward to offer some practical, feasible suggestions whereby we can 
raise additional reveues. 

Have you any suggestions along that line? 

\ir. Cuatrers. | could suggest some, sir, but I am sure that the 
eople that would be affected by them would be here to protest aginst 
nose suggestions. (ny suggestions | would make would be mv 
personal suggestions, and not those of the association I represent. 
The CHAIRMAN. Do you have any suggestions of that kind vou can 
ve us? . , 

Mr. Cuarrers. My own feeling would be that some adjustment in 

capital-gains tax might be desirable. 

The CHAIRMAN. That, like this othe: proposal would not bring us 

ch immediate revenu 

Mir. CHATTERS | would have Lo leave that up to your experts, 
hat is, to determine the amount that it micht bring in. Certainly 
ould bring in some revenue. , 

| have always felt that perhaps the present allowance of 10 percent 

duction for various things, without itemization was bad, and that 
Oo iht to be reduced to 5 percent 

The only reason | see for making it 10 percent was so that there 
would not have to be so many liars on the record. I should think 
that if people were forced to itemize and otherwise be allowed only 
» percent deduction, instead of 10 percent, it might be worth while 

(vain | would Say that the technical questions Wo ild have to be 

issed with your stafl That might vield some revenue | would 
nk the capital-gains tax might well be adjusted somewhat. 

Perhaps single-purpose corporations might be looked into rather 


ly to see what is done about them. Some of the single-purpose 
porations for a single operation or enterprise probably provide one 
mportant Means of tax evasion 
Those are things that occurred to me as an individual, and not 
aking for the association, but only for myself 
The CHAiRMAN. We appreciate those suggestions 
(re there any questions? 
\lr. GRANGER. Mr. Chairman 
The CHAIRMAN [r. Grange! 
\ir. GRANGER. Mr. Chatt rs, following out what the chairman was 
| think nearly every witness that has been before us on this 
tter has used the figure of 1 percent or more than | percent as the 
ount that would be added to their tax burden if these securities, 
income from these securities was taxed 
What evidence do you have that such would be the case? 
Mr. Cuarrers. There is evidence, such as Mr. Tobin presented 
terday, which showed the immediate effect in a community where 
pt posal to sell bonds was received at the time a proposal to tax 
bonds was made in 1942. I| think we have to judge from our 
owl dge of the market and from our knowledge ol who buys bonds, 
d how they buy bonds to determine what the result would be 
Wi know, of course, that some bonds are bought by people for tax 
poses, and even though that may be only a small portion of the 
al, still that affects the whole price because the price at which a 
of a commodity sells influences the sales price of the whole lot. 
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I have been in municipal finance for 30 years. I feel that 
change in a taxable status of the bonds, their position in the mark 
the shift in the group of investors who would buy them, would requ 
that an added interest cost of at least 1 percent be made; and t 
best credits, in my opinion, would have an added interest cost 
1's percent. 

Mr. Grancer. There has not been any difficulty in finding 
market for municipal bonds in past years, has there? 

Mr. Cuarrers. Not in the past 10 vears. 

Mr. Grancer. Ordinarily municipal and State bonds have been 
desirable investment, have they not? 

Mr. Cuarrers. Yes, sir; both because of their safety and beca 
of all of the other desirable factors surrounding them. 

During the depression probably no more than | percent of tl 
total municipal debt defaulted and did not pay out, and that includ 
all of the eats and dogs as well as the good bonds. 

Mr. Grancer. Isn’t it also a fact that these bonds usually fir 
their way into the hands of just a few big bond houses? 

Mr. Cuarrers. You mean that only a few of the large bond hous 
deal in them? 

Mr. Grancer. No. I mean that the bulk of the municipal ar 
State bonds vO into relatively few hands. 

Mr. Cuarrers. For ultimate ownership? 

Mr. Grancer. Yes. 


Mir. Cuatrrers. No. I think that is not the case. I think thy 


Government’s own figures do not indicate that. IL would say th 
that is not indicated by the figures we have. 


| 


; 


Less than half of them would be held by individuals who might 


hold them for tax advantage. Examination of the largest estat 
and trusts show that those large estates and trusts are not compos: 
heavily of this type of security. 

Mr. Grancer. I used to be a mayor of a little town, and we float: 
alot of bonds. It was far away, and I never remember a single iss 
where we did not have many bond dealers from New York or Chicag 
or somewhere, trying to buy those bonds. When they bought the: 
they wrote the ordinances and went into all the details, so that wh 
they got through they were just about as secure as a $20 bill, and 
far as the security was concerned, there was very little risk involv: 
Is that true? 

Mr. Cuarrers. That is correct, sir. 


| was director of finance of a city myself for many years, and went 


through the same thing. The bonds were as good as anything cou 
be. That is correct. 

Mr. Grancer. I noticed that in your statement you said that t! 
Government was proposing to subsidize cities in building sew 
systems, airports, and one thing and another. Might it not be a gox 
idea to save some revenue for the Government by just cutting o 
these expenditures? 

Mr. Cuarrers. Speaking solely for myself, I would suggest that 


great deal of it might be cut out; ves, sir. I think that in many 


places those things could be eliminated or could be shaved dow! 
That is very often the case. 

Mr. Grancer. I mean so far as the Federal Government’s contrib 
tion is concerned. 
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Mr. Cuatrers. Yes, sir. 

Mr. GranGerR. Let the municipalities build their own sewer 
systems, their own airports, if they can finance them. 

’ Mr. Cuarrers. To the extent that you want them to have munici- 
pal airports only for municipal purposes, that might be true. But the 
airport program is dictated also by questions of national defense, and 
therefore it is impossible to entirely separate the airport program as 
municipal problem apart from the national defense problem 

Mr. Grancer. | heard a witness yesterday, who irritated me 
somewhat, indicate that the Federal Government was responsible for 
pushing these things onto the municipalities. This is not true. It 
has always come from the chambers of commerce and the cities and 
PVE ry body else who have been pestering me about these things, and 

s not true that the Government initiated these programs 

In my opinion, it comes from the people; from the cities and towns 

| States. If they would let up on their pressure, maybe we could 
do away with a lot of these things. 

Do you think so? 

Mr. Cuarrers. I think that would help a great deal, but I think 
that there are some programs that may be initiated by the people 
here | think there are some that have bee n pushed more than others 
and at some times some programs have been pushed more than others. 

[ agree with you that a great deal of the pressure comes from local 
groups, but 1 doubt whether, over a period of time, you can say that 
all of that pressure comes from State or local sources 

There are many times, | think, when the Fed ral agencies definite ly 
promote the programs in which they are interested. I think that is 
true, and | think that if you were to examine the record, and if you 

re to talk to the people who have been interested over a long pr riod 

f years, that would be found to be the case. 

Mir. Grancer. Thank you, Mr. Chatters. 

That is all, Mr. Chairman. 

The CHarrMan. Are there any further questions? 

Mir. Reep. Mr. Chairman 

The CHAIRMAN 

to compliment vou, Mr 
. vears of experience in handling municipal 
would you not say that it is true that there is quite a variation 


val les that Lhes¢t bond companies place on bonds of munici- 
») 


a 


lor instance, there are some States where they have to pay a very 


ch rate of interest to sell their bonds. Is that not right 

\ir. CuHarrers. Yes, sir. 

In the same type of communities, communities of the same size, 
depending on their credit rating, for medium term bonds the variation 
micht be approximately from 1% percent to 244 percent, or 25 percent 

the present market There is a variation of as much as 100 percent 

the interest rate that would be paid on bonds of similar maturities. 

\{r. Ri ED. Of course, the ones which would have the higher rate 
would have to raise that rate still higher were it not for the inducement 
1 the tax exemption 

Mir. Cuarrers. I think the good credits would suffer the most, 


it they would all suffer a minimum of about 1 to 1% percent 


y 
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Mr. Reep. I think a point that was brought out yesterday is th 
through the health departments of the States, as well as the pressure 
the Federal Government to stop the pollution of streams by t! 
sewage of small communities flowing into those streams, those co: 
munities are all going to be almost forced to put in the sewer systen 
and if there is any lack of inducement the city bonds are going to fa 
a very serious situation. 

Mr. Cuarrers. Mr. Reed, at the present time there are hundre 
of communities in this country that have been ordered by their Sta 
boards of health to construct sewage disposal facilities and who a 
unable to do it simply because they do not have the money, and ca: 
not get the money, within their debt limits, or within their econom 
capacity, and that would simply add one more burden to that cost 

Mr. Reep. That brings up another point which I think I a 
justified in making, and that is that many of these communities a 
just not in a position to attract the big bond markets and have 1 
access to the big bond markets at all. They must find some lo: 
person who, either for patriotic reasons, or civic price, will buy tho 
bonds. 

Mr. Cuarrers. Yes, except in the case of a few States which a 
close to the bond houses. A community of less than three thousan 
or four thousand people would find its market very seriously restrict 
even now pretty much to local people, and the bond houses as a who! 
because of the lack of information on the small communities, are m 
particularly interested in bonds of the small community. 

Mr. Reep. That is also true in some of the States, I assume 
think you mentioned that there is a debt limit beyond which th: 
cannot go in the issuance of bonds. 

Mr. Cuarrers. Every State has a debt limit for its municipal de! 
Some are constitutional, and some are statutory. 

Mr. Reep. Thank vou very much. 

\ir. Exernartrer. Mr. Chairman. 

The CuatrrmMan. Mr. Eberharter. 

Mr. Esernarrer. Mr. Chatters, pursuing a little further the su 
ject brought up by Mr. Granger insofar as Federal aid is concerned 
States and municipalities, we have a new program coming up, wh 
will probably be a very, very expensive program. I refer to 
subject of civil defense. 

Now, have vou thought about that at all? Can you state wheth 
or not you think the Federal Government should contribute anvwh: 
from $2,000,000,000 to $10,000,000.000 to aid the States and lo 
communities in civil defense? 

Mr. Cuarrers. We have thought about no other subject for t! 
last 6 months. 

A report which we prepared on the subject, incidentally, was ju 
awarded a medal for its quality and character from the Ameri 
Foundation. 

Mr. Exernarter. Then it is something you know something abo: 
I mean that with all fairness. Many of the witnesses have not h: 
an opportunity to study that subject, and I am delighted that I ha 
brought it up. 

I would like to have vou tell us just a little bit about what yo 
conclusions were, especially because you have received that award 
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Mr. Cuatrers. The whole question of civil defense, of course, has 
been in a very fluid state and has been one with which it has been 
difficult to deal, first, for a long period, because of the indecision of the 
Federal Government about what it wanted to do and the lack of 
leadership here. That has now been remedied, and we feel that the 

adership at the top here is good and that the urgency now is felt 
by the people here in Washington. 

Under the Federal Civil Defense Act the responsibility in the title 

the act is given to the States and the local governments. But all 
if the authority ts given to the States and the cities, and the cities must 

al through the States and must get their financing, if anv, through 
the States. 

SO it is a direct relationship between the Federal Crovernment and 
he States, with the cities having no direct contact with the Federal 
Government at any point, according to the law and according to the 

eans of administration 

| have some thoughts on the distribution of costs Wi have not 

lopted officially for the association any program on costs, although 

have on administrative relationships. We first have to concede 

at the matter of national defense is a matter for the Federal Govern- 

ment, that it is primarily a Federal responsibility, and that we spread 

the responsibility down in order to get the job done, that it is super- 

vised by the States, and that ultimately the work is done by the local 
community itself 


If there is any civil defense activity, if there are civil defense staffs 
hose people are working for municipalities. You don’t do civil 
fense work in a Stat You do it where the pr ple live n a 


mmunity 

Now, under the program, there are several things for which th 

nancial aspect is different. Remember, of course, that if it is part of 

th national defense thre distribution has Lo he made iu cordingly 

( tainly and this is my own belief, my personal feeling, without 
aking for the association—as far as the local costs of the loeal eivii 
rense headquart: rs are concerned, the ordinary staffing of the local 
| defense office in its ordinary operations I feel that that should 





completely 2 local expense, and ] see no reason for having that 

herw ise 

\cain | am speaking solely for myself. 

When you come to mobile units under the direction of the State, 

re is no reason why a local community should finance a mobile unit 

hich is not for the service of its own community, but is for the 
ce of all communities in the State and communities outside of 
State 

l‘o that extent, I believe that cost should be taken by the State in 

niunetion with the Federal Government. 

Chen we come, under the law, to what is called organizational equip- 
that is, equipment which would not ordinarily be possessed by a 
palifv, but is over and beyond its normal requirements 

\gain, since this is a matter of national defense, I do not believe 

that equipment should be purchased or necessarily purchased by 
city, but should be purchased by the Federal Government and the 


| 
OSs 


The law prov ides that the Federal Government now pay half of the 
of that, and the other half, I think, should be borne by the State. 
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Then you come to the mobile units which will move between Stat: 
Certainly that should be shared between the Federal Government a: 
the States. 

Finally, | come to the shelter program where I see no hope of the: 
being any substantial number of shelters if the local governments a 
required to finance them. I believe in a shelter program which 
usable and which will be financed by the Federal Government. On! 
in the critical areas should that cost be divided primarily between th 
State and the Federal Government. 

Now that in general would be my feeling on the over-all financin 
of civil defense. 

Mr. Enernartrer. | think you have made a very good outlin 
Mr. Chatters. I gather from what vou have said that the maj 
expense should be borne by the Federal Government. It seems 
you have outlined it to me, that at least 75 percent of the cost of tl 
program would be borne by the Federal Government. 

Did your association go far enough as to estimate what it might cost 
for a fair program? 

| don’t mean a comprehensive program, but at least a good start 

Mr. Cuarrers. No; because the primary cost seems to be in the cost 
of shelters, and the shelter program has been in such a fluid state from 
the beginning right up to today that it is rather difficult to say what a 
shelter program would cost. 

In the early stages it was estimated to cost many billions of dollars 
That has gradually been cut down until now the amount is very much 
smaller 

Mr. Enernarter. I have heard all kinds of billions of dollars 
mentioned, any where from a couple of billions up to 10 billion and 
15 billion as the cost of civil defense. 

{ assume the reason it has been cut down is not because there is a 
lack of necessity for it, but simply because we cannot afford that much 
money at this time. 

Mr. Cuarrers. It has been cut down probably simply becaus 
there is not enough meney to build the shelters and because it may not 
be possible, because the materials are used for the defense program, to 
have enough materials left to do all of the things that need to be dor 

we are to construct shelters for everybody. 

Probablv somebody is going to have to take a chance. 

Mr. Eneruartrer. So we come down to this proposition: Man) 

these grants by the Federal Government, grants-in-aid, are part 
of the Federal Government’s obligation in a well-rounded gover 
ment Local communities simply cannot bear the expense ar 
States cannot bear the expense, and, in order to have a well-rounded 
rovernment, part of the cost must be borne by the Federal Gover 
ment. 

The only thing to decide is what proportion and what share is fa 
as between the Federal Government and the local communities. Does 
it not simmer down to that? 

Mr. Cuarrers. Not entirely. There are some things in which the 
Federal Government has a greater interest than in others. I think 
there are some programs out of which they might stay entirely, and 
other programs into which they might go even more heavily than 
they do. Sometimes, however, in the interest of a well-balanced 
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national economy, it may be necessary 
to give some stimulation to things. 

On the other hand, there are some ;: 
echt stay entirely. It depends on th 


Federal interest whether the Federal Go 
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for the Federal] Government 
ictivities out of which they 


e nature and extent of the 
vernment should be in there 


it all and the extent to which they should be providing subsidies 


KE BERHARTEI 
(‘OOPI R 


\Ir 

Nir acting chairman) 

If not. we thank you 

Mir. Cuarrers. May | 
») 


Are tl 


ask pe rmissior 


non 





Thank you very much, Mr. Chatters 


ere any | uestions? 


‘urther q 


1 to file my prepared state- 


\ilr. Cooper. Yes; your prepared statement will be inserted in the 
record at this point 
The statement referred to is as follows:) 
Py Ti x [NcomE From State aNd Municipat Bonps 
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il agencies have prop: i subsidies for tl imination of stream p tion 
fortunate local sewer ¢ litions Even now the pr bitive cost has 
nted carrving out the eliminatio f stream pollution by the construction 
sposal plants Yet proposal before you would further tend to mak 
ruction prohibitive because of the cost Super Ways are the greatest 
the largest cities The Federal Government recognizes this So do the 
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States. Much of this work must be done by borrowed money. The propo 
before you would increase the cost of such street and highway borrowing 
approximately 50 percent. These are some of the reasons why it seems ino 
portune to consider seriously a measure which would hamper the local activit 
already most seriously in need of help and which would perpetuate the dema: 
for Federal financial assistance. 

Taxation of the income from State and municipal securities would add fron 
to 1'4 percent to the annual interest cost on municipal bonds. Thus on a § 
million serial bond issue maturing from 1 to 30 years on which the interest 
on the present market is about 2 percent you would find the cost increased to 
or 3'4 percent. The present interest on a 2-percent serial issue running for : 
years is $310,000. The current proposal would increase this interest cost 
$450,000 or $500,000. Some of the other effects have been noted above. Ma 
marginal activities now carried on by municipal governments or munici; 
authorities would be prohibited by the increased interest cost. Furthermor 
the small communities whose names are unknown in the investment market 
which rely on very limited resources for the payment of their bonds would find 
impossible to earry out their programs. 

This threat to tax the interest from municipal bonds comes at a time wl! 
several proposals are before you to increase certain Federal taxes now used for 
substantial portion of the revenues of cities and States. These include gener 
sales taxes, selective sales taxes, and increased Federal imposts on gasoline, bi 
cigarettes, liquor, and automobiles. The States rely very heavily now on ec 
sumers’ taxes, primarily the general sales tax. Their highways are built from t 
highway-user revenues, and even now highway construction is totally inadequat: 
A substantial number of cities derive large revenues from local sales taxes, b: 
taxes, cigarette taxes, liquor taxes, and automobile licenses. Both the Stat 
and localities would find their sources of revenues heavily duplicated by th: 
other new proposals. At the same time the added interest cost on municip 
borrowing would have to be paid from local taxes, all of which are regressiy 
including the local property tax which would have to bear most of the increas 
cost. 

Municipal officials have an honest fear that the Federal taxation of the ineor 
from State and municipal securities will ultimately lead to the taxation of t 
income from municipal enterprises such as water plants, electric-light plants, a 
other services for which specific charges are made. They have a feeling t 
once the Federal Government is permitted to tax their activities in any way, 
will extend its new gains still further 

The increased interest cost on municipal borrowing would seriously ham, 
municipa public works. For nearly 25 vears municipalities have been unal 
to carry out a full-scale program of municipal construction. From 1929 to al 
1937 the de pression prevented most local construction. A start was just } 
made when the defense program beginning in 1939 made materials and manp« 
unavailable Again a start was just being made about 1948 in getting munik 
publie works up to date. Now they are again delaved by the defense prog 
and the resulting high costs and scarcity of materials. Within a few vears 
to be hoped that construction can be resumed. The average life of the pul 
plant in our cities will have reached an age where replacements are vital. ‘J 
will cost from two to four times the criginal cost of the plants being re plac 
lor new facilities not being replaced but being built for the first time, the « 
will be close to three times what it would have been in the late 1930's. Inerea 
interest costs would be a tremendous handicap to catching up on local pul 
works programs 

kven now many municipalities face huge expenditures for civil defense or 
expansion of local facilities to accommodate defense industries or military ins 
lations. Much of this will require borrowing. Taxation of bonds would grea 
increase the costs of local communities in the defense program. 

The case against Federal taxation of municipal-bond income has been 
presented by others. May I, however, summarize here some of the more import 
arguments against the proposal. 

1. Federal revenue from taxation of municipal-bond interest will be an in 
siderable factor in the Federal budget but a relatively large increased cost in ki 
budgets 

2. Even the prospective Federal revenue may not materialize until the c 
stitutionality of the proposed tax has been fully adjudicated. 

3. Municipal borrowing costs will rise by 1 to 144 percent per annum. T! 
will be no compensating revenues to the local governments from any source 
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{. The activities which Federal agencies hav« 
bsidizing will be hardest hit 
tals, highways 


5 Mu 


been subsidizing or admit ne¢ d 
by increased interest costs: namely 
nation of stream ll 


iV, Schools, | 
poliutior 


, and elir 


nicipal public works construction has been far behind need in about 15 
last 20 years Phis proposal would perpetuate the great lack of local 
WOrKS. 

6. Small communities will find borrowing almost impossible. Larger comn 2 
will be hampe red because of restricted local revenues The argest, cities 
great need for sewers, schools, and highwavs, if able to carry « 

at all, will face heavy increased costs 

municipal bo 


7. Had 





ncome been taxable in the 1930’s the added interest 
ild have been a serious burden to municipal, and therefore to nati nal, 
S rhe preservatio1 of democratic government depe! is o e continued exist- 
f virile inits of oca rovernment Cheir existence, thelr Vitality heir 
for fiscal independence, should not be weakened by a proposal which has 
merit 
moval of the tax-exempt status of State and local bonds has little. a he 
to commend it Upposed to its removal are all the fiscal, economic egal 
political arguments cited here by witnesses Whi 
asure with so lit { 


i I CTIOUSLY again 
l gain and so much to lose? 
Nii BoGces Nii 


Chairman, I would like to 


ask unanimous consent 
o have inserted in the record at this point a statement by the National 
\ssociation of Housing Officials, dated February 27 


md, 1951. 
\Ir. Cooper. Without objection, that will be done. 
The statement referred to follows 
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Mr. Cooper. Our next witness is Mr. A. L. Sargent, executiy 
director of the Illinois Municipal League. 

Mr. Sargent, will you give your full name and the capacity in whic! 
you appear, for the record? 


STATEMENT OF A. 'L. SARGENT, EXECUTIVE DIRECTOR, ILLI- 
NOIS MUNICIPAL LEAGUE 


Mr. Sargent. My name is A. L. Sargent, and I am executive d 
rector of the Illinois Municipal League, 537 South Fourth Street 
Springfield, Il. 

Mr. Coorrer. How much time do you require, Mr. Sargent? 

Mr. SARGENT. Seven or eight minutes. 

Mr. Cooper. You may proceed. 

Mr. Sarcent. The more than 800 member cities and villages of th, 
Illinois Municipal League, appreciate this opportunity to state th 
views concerning the removal of tax exemptions on the interest « 
municipal securities. 

The Treasury proposal to tax the interest income received from 
bonds issued by local governments represents an attack on the consti- 
tutional sovereignty of States and municipalities by removing th 
traditional exemption. 

The proposal to remove this exemption is usually set forth as a 
means of attaining a more equitable distribution of public burdens 
While the proposal does not take into consideration the practica! 
problems of financing our municipalities. Taxing interest income from 
local bond issues will force the municipalities to pay a higher interest 
rate to the investors. This will inevitably result in increased ex- 
penditures for facilities that are paid for by all of the citizens of our 
cities and villages, and in the end, would result in the construction of 
fewer facilities for these citizens. 

Municipalities are the governmental units closest to the citizens 
The local governments provide the citizens with the services an 
facilities that make modern community life possible. These servic: 
are provided for all of the citizens alike. 

The city or village is an inadequate taxing unit. Because of | 
limited jurisdiction, it must be extremely cautious in levying taxes 

A further result of limited jurisdiction is that most taxes open to 
cities are of a regressive nature; that is, they fall heaviest on the low- 
income groups. 

Of equal importance are the restrictions maintained by the Stat 
over municipal tax powers. Illinois municipalities are limited almost 
entirely to property taxes for the revenues required for general ex- 
penditures and for the retirement of many of the securities issued by 
the municipalities. The effect of adding to the interest burden is t 
raise the taxes of the property owners. 

Cities and villages struggling to maintain their community servic 
and facilities, and financial solvency at the same time cannot look 
favorably at any attempt to remove one of the few advantages 
they possess in the financial field. Citizens of cities and villages in 
I}linois are called upon to retire many different types of bond issues 
issued for the construction of community facilities. They range al 
the way from the tax anticipation warrant through general obligation 
bonds, special assessment bonds, and revenue bonds that may b 
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issued by the municipality, school district, park district, airport au- 
thority, sanitary district, mosquito abatement district, fire protection 
district, the township, the county, and in some instances, the State. 

Manv of these bond issues are considered to be on the verge of 
risk investments, and carry rather high rates of interest. The removal 
of the tax exemption of these bonds might have a tendency to make 
them completely unsalable and to prevent the municipality from con- 
structing the necessary community facilities 

The school systems of Illinois are in need of the construction of 
many additional rooms to accommodate all of the young citizens 
of the State. <A recent survey of 101 Illinois counties—not including 
Cook County—indicates that 305,000 pupils, or over 40 percent of the 
total estimated enrollment, are without adequate modern classroom 
accommodations 

The responsibility for building schools in Illinois has always rested 
ipon the local units. Their ability to carry out these vital projects 
hinges to a large degree upon their ability to sell bonds at a low rate 
ot interest. The effect of the Treasury proposal is to strike dire tly 
at this ability. 

The economics of this situation are not to be glossed over by any 
theoretical statements. The cities and villages, small and large, can- 
not shrug off the certain prospect of higher interest rates in the money 
market. They know that higher rates mean less school buildings. 

The city of Chicago is engaged in construction of a superhighway 
system, calling for 68 miles of controlled-access thoroughfares The 
development of an adequate internal transportation system is essential 
LO! the proper functioning ol the second largest C1Ly\ in the country 

he county of Cook, in which Chicago is located, has recently voted 
a 70 million dollar bond issue and the city of Chicago itself, a 40 
million bond issue for the construction of superhighways A sub- 
stantial increase in interest rates means either a reduction in the con- 
struction program, or an increase In tax rates on already overbur- 
dened property owners 

The Issue Cannot be « vaded. The Treasury proposal Ww il] have dire ct 


urious effects upon city finances and activities. Illinois cities and 
villages have made and will continue to make heavy investments in 
ai unicipal utilities = ic Treasury proposal will Increase costs on 


ocal bond issues 

In addition, other fears will be raised in she minds of the city 
officials. The initial step by the Federal Government to break down 
the barrier against taxation of the activities of a local government may 
lead so further encroachment. 

The demand may be raised that the income from municipal enter- 
prises should be subject to Federal levies. The uncertainty caused 
by the shift in the traditionol relationships will hamper rational plan- 
ning by city officials of desirable municipal undertakings 

Civil defense will soon add to the costs of city government While 
civil defense is essentially a problem of the National Government, 
cities will evidently share a large portion of the costs. Where the 
money will come from is a problem with which cities are now faced, 
since they cannot incur deficits on current operations. 

The Treasury proposal will thus upset city finances at a time when 
the municipalities are confronted with, as yet, vague but certainly 
grave, increases in costs and administrative problems. 


79120—51—pt. 2 { 
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In coriclusion, I will summarize the above statement briefly: 

The Treasury proposal purports to correct an inequity and to ad 
to Federal revenues. The result, however, would work a comple: 
hardship on those municipalities forced to construct communit 
facilities, and would add to local government costs. 

The removal of the exemption would result in a comparative! 
small increase in the Federal revenues. 

For cities and villages, however, the change would represent 
drastic increase in the problem of municipal finances, and in man 
instances, would result in an actual restriction in the construction o 
municipal facilities, because of increase in interest costs and, in som 
instances, the difficulty in finding buyers for local securities. 

Mr. Cooper. Does that complete your main statement, Mr: 
Sargent? 

Mr. SARGENT. Yes, sir. 

Mr. Coorrer. Are there any questions? 

If not, Mr. Sargent, we thank you for the information you hay 
given the committee. 

The next witness is Mr. John H. Witherspoon, comptroller of th 
city of Detroit, representing the Michigan Municipal League. 

Mr. Witherspoon, will you give your full name and the capacity i 
which you appear, for the record, please? 


STATEMENT OF JOHN H. WITHERSPOON, COMPTROLLER OF THE 
CITY OF DETROIT, MICH., REPRESENTING THE MICHIGAN 
MUNICIPAL LEAGUE 


\Mir. Wiruerspoon. Mr. Chairman and members of the committe: 
my name is John H. Witherspoon, and | am comptroller of the city o! 
Detroit. I am representing the city of Detroit and the Michiga: 
Municipal League. 

\Ir. Cooper. How much time do you need? 

Mr. Wrrnerspoon. I believe I can complete my statement in les 
than 5 minutes, Mr. Chairman. 

Mr. Cooper. You may proceed 

\Ir. Wirrnerspoon. The President’s tax message again bring 
before your honorable body the proposal to tax municipal bonds 
This most disturbing recommendation would, if it became law, d 
much to create in local government a state of financial chaos at a tim 
when cities are Just commencing to realize progress in needed capita 
improvements, retarded previously by depression and war. 

Many of these improvements are immediately essential in th 
defense effort. This legislation would increase interest costs approx 
mately 75 percent over ihe bids we have received on recent bon 
issues. ‘To attempt to absorb this tremendous increase would mos 
likely render financing: of improvements by bonds difficult, if no 
impossible. 

The city of Detroit would suffer severely by the enactment of thi: 
legislation because it is now embarked on a capital program involviny 
several hundreds of millions of dollars of financing. The additiona 
burden resulting from increased interest costs, if a substantial portio: 
of this program is financed by the sale of bonds, would exceed on 
hundred million dollars. 
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To illustrate, the cost of our most essential defense highway program 
s estimated to be approximately $140,000,000. Of this amount, 
$100,000,000 is to be financed by bonds which would require an addi- 
tional $24,393,000 in interest costs, at the rate of one and one-half 
percent increase, if State and municipal bonds become taxable. This 
idditional interest requirement will fall upon the citizens of the city, 
county, and State, from revenues other than the property tax. The 
emainder of the capital program, financed by bond issue, will come 
rincipally from ad valorem taxation upon real estate 

Therefore, by the direction of the mayor and Common Council of 
he City of Detroit, it is my prerogative to join with other public 
flicials, representing local government throughout the Nation, to 
ost emphatically oppose legislation which would remove tax exemp- 
on of municipal bonds 

Our position in opposition to the taxation of municipal bonds can 

briefly stated as follows: 

That such legislation, the validity of which is questionable, 
ncroaches on the right of local government’s independent sovereignty. 
lhe record of the Supreme Court of the United States does not contain 

single citation supporting the theory that the Federal Government 
has the right to tax bonds of State and local governments, many of 
which are issued to finance capital improvements that are important to 


the continued existence of such units of government. It appears to 
is that to bring about what is here attempted by congressional action 
1 hould properly be accomplished by an amendment to the Constitution 


nd in no other way; and 

2. In our democra: Vy, where units of local rovernment have always 

ssessed the all-important rights of sovereignty and home rule, there 
should be no interference or control by the Federal Government in thi 
nancing of such units, nor should an attempt be made to empower 

by legislation to place an additional and onerous burden upon local 
overnment’s taxpayers 

Unquestionably, to tax income from earnings on State or municipal 
onds, will necessarily result in substantially higher interest rates in 

ler to market the bonds Higher interest costs will have to be met 

the States and municipalities, which burden must be levied against 
rhe itizen taxpayer in one form or another, prin ipally the property 

Whel 
To extract additional taxes from home owners especially, would be 
prohibitive and unfair. In the interest of its citizens and their ability 
to bear additional financial burden, much needed improvements 
vould have to be curtailed. This does not make for progress at any 
evel of government and it could have a serious effect: upon public 
works construction essential to the defense effort. 

Obviously, this added burden falling upon the taxpayers of this 
community would be onerous and inequitable, the validity of the 
egislation questionable, and the right to sovereignty of the State 
ind its political subdivisions placed m serious jeopardy. 

The government of the City of Detroit, therefore, respectfully 
rges vou to defeat this proposal. 

Mr. Cooper. Does that complete your main statement? 

\ir. Wirnerspoon. Yes; Mr. Chairman. 

\Mir. Cooper. Are there any questions? 
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If not, we thank you for the information you have given the com 
mittee, Mr. W itherspoon. 

Mr. Reep. Mr. Chairman. 

Mr. Cooper. Mr. Reed. 

Mr. Reep. | ask unanimous consent to have inserted in the recor 
at this point a letter from the mayor of the city of Salamanca, N. Y 
dated February 23, 1951. 

Mr. Cooper. Without objection, it is so ordered. 

(The letter referred to is as follows:) 

Ciry OF SALAMANCA, 
State of New York, Februar J 23, 1951. 
Hon. Danie A. Reep, 
House Office Building, Washington, D. C. 

Dear Mr. Reep: I am writing in protest against the proposal of the Secretar 
of the Treasury to tax the interest from State and local securities. 

Your support against this measure will be greatly appreciated and is strongly 
urged. 

Very truly yours, 
Frank R. Newton, Mayor, 

Mr. Cooper. The next witness is Hon. W. Cooper Green, mayor 
of Birmingham, Ala. 

Mayor, will vou state your name and the capacity in which you 
appear, for the record? 


STATEMENT OF HON. W. COOPER GREEN, MAYOR OF THE CITY OF 
BIRMINGHAM, ALA. 


Mr. Green. I am W. Cooper Green, mayor of Birmingham, Ala. 
I am also president of the Alabama League of Municipalities. 

Mr. Cooprr. How much time will you require for your statement? 

Mr. Grern. About 5 minutes, Mr. Chairman. 

Mr. Cooper. You may proceed. 

Mr. Green. Shall the income from future issues of local government 
securities be subjected to Federal income taxes? Is the question 
again before us. I definitely feel that the same exploratory and con- 
clusive statements against this proposal made at previous times 
before the Ways and Means Committee, should have the same 
continuing effect. 

Neither theoretically nor practically do we believe that present 
needs for additional Federal revenue justify a change in the position 
taken by committees and Members of Congress on other previous 
occasions. The idea of the Federal Government taxing the instru- 
mentalities of the local government is just as repugnant today in our 
constitutional set-up of dual sovereignties as it was at the time of 
similar hearings before the Committee on Ways and Means in 1939 
and in other recent years. 

The question is not what has been or can be done, but whether as 
representatives and citizens of this Nation, we should take any step 
which might threaten the position of local governments as independent 
units of our American democracy, or which would restrict the freedom 
of their political actions in their own respective territories any more 
than is imperatively required to preserve this Nation and what it 
stands for 

The issue before us goes no further. It is proposed to tax the incom: 
derived from securities which may be issued in the future by local 
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public agencies of this Nation. If that can be accomplished, who is 
there to say that the next step may not be to tax the securities already 
issued, or even the revenues earned by our public agencies in carrying 
on their public activities? If the one step is constitutionally sound, 
the other naturally follows. 

To the average citizen the question of whether or not Congress is 
empowered to lay and collect taxes onincome derived from investments 
In local covernment securities, 1s of secondary importance to the prin- 

iple involved in so doing, and the effect such taxation would have on 
local government's ordinary prerogatives 

In any event, with our longstanding American tradition of dual 

ohts as between the Nation and the State, should be asserted only 
as an urgently necessary and final resort. 

Under the clamor for additional tax revenue, the Federal Govern- 

nt must be careful not to encroach further on the domain of the 
ocal governments lest the basic conception of dual sovereignty be 

tterly destroyed 

An example of such encroachment is the legislation under which 
ur citizens are now required to pay a Federal admission tax for the 
privilege of using our city swimming pools and other recreational 
facilities. Thus, the purpose of our cities to cut down on crime and 

ivenile delinquency Is being obstruc ted and thwart d by the Fed ral 
Government itself 


The power to tax is unquestionably the power to destroy. In this 
nstance it would be the power to destroy local governments which are 
the keystones of our American democracy. ‘The imposition of this 
iX as proposed would materially increase the cost of local government 
financing—in some cases even to the extent that the financing would 


not he possible 


This unjustifiable interference by the Federal Government in 


purely local roverni ntal affairs iS almost unthinkabl Finan ial 
ind tax analysts are certain that the proposed taxation would increase 
cal government financing costs as much as 50 percent, or an increased 

rest cost ol perhaps as much as one percent That nmount of 


lditional interest can vi ry well put the cost thereof bevond the local 
| ty to pay 
here ean t be anv honest denial ol the fact that pract eally all ol 
s additional cost is passed back to the issuing authority with only a 
ry small part of it, if any, assumed by the security purchaser 
[In our immediate case, we are in the midst of negotiating a pur- 
chase agreement Io the local domestic watel plant, involving an 
xpenditure of some $22,000,000 If the proposed tax became effective 
fore these bonds were sold, the additional annual interest cost of 
$200,000 or more, could very well kill the entire proposal. Certainly 
would mean that the re would have to be avery substantial Increase 
n water rates in order to service the debt Birmingham ’s situation 
that way is no different from that of nearly every local government 
\uthority throughout the United States. 
Some 3 weeks ago, the Southern Natural Gas Co. of Birmingham, 
. very splendidly operated and financed company, sold seventeen and a 
half million dollars of taxable revenue bonds. Their interest cost was 
.86 percent. We have repeatedly been told within recent weeks that 
ur tax-exempt water revenue bonds should sell on a 2 percent or less 
nterest cost, thus reflecting a difference of nearly 1 percent in interest 
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savings to the city. It is being saved to the city—not to the investo 
as some would have you believe. 

Birmingham has bonds outstanding at this time amounting to abo. 
$20,000,000. Assuming that the income from those bonds was taxab 
at an increased interest cost of 1 percent, we would have an addition: 
annual interest cost of $200,000 today on these bonds, plus wh: 
would amount to approximately 200,000 additional interest cost o 
the proposed water revenue bonds, or a total additional annual interes 
cost of $400,000 or more. 

That would mean that we would simply have to do one of tw 
things: either raise taxes to cover this extra cost or curtail local servic: 
Either would be serious. 

Of course, authorities differ to some extent, but not greatly, 
their estimate of the added interest cost that may be expected 
follow. Proponents of the tax, most of whom perhaps have more of 
theoretical viewpoint than one based on actual investment experien 
claim that the differential between yields of completely taxable ar 
wholly tax-exempt high-grade securities, varies from about \ p 
cent for the short maturities, to percent for the long maturitie: 
Compared to the aE is the estimate of a conservative group « 
experienced dealers, to the effect that the approximate minimum i: 
creased average interest cost would be as much as 1 percent or mor 

Of course, local governments are not concerned as to whether or n 
the Federal Government taxes its own securities. That is th 
business to do as they see fit. Local governments insist that legal! 
and equitably they should be accorded the same privilege. 

In the investment field the buyers largelv create or at least contro 
the market through his price-fixing methods. If this buyer knows | 
advance that the Government will demand additional taxes on incon 
derived from certain investments, such taxes will be absorbed throug! 
a reduced price paid for the investment, or what amounts to the sam 
thing, an increased interest cost that will be paid by the issun 
authority rather than by the investor. A number of the Government 
own actuaries and staff members admit as much. 

The investor will remain only the medium through whom the 
will be collected. There will be no escape for the local issuing i 
thority and its taxpaying public. 

Local governments must remain untrammeled by the Fede: 
Government, if they are to discharge those responsibilities that a: 
properly theirs. 

Let us preserve America as we have known it and have nothing | 
do with this proposal of Federal taxation of State and local financin; 
The Federal Government does not need this method of financing; W 
as a nation should not for a moment hazard the dangers it may foret: 
to our political system. 

Let us rather preserve to the Federal Government those powers an 
functions which rightfully belong to it and to local governments thos 
rights and privileges which are theirs, and not mix them in any con 
mon pot out of which no one can say what may come. 

If this type of income is ever to become taxable, it should be 
only after our entire people have been given an cama of 
pression thereon through the use of a constitutional ame wadaoent. 

We must preserve our local governments and their freedom o 
action in local government affairs. It can’t be done if the Federa 
Government is given the proposed strangulatory power. 
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Mr. Chairman, I would like to state that we in Alabama’s towns and 
cities do not have the authority to pass this added cost on to real-estate 
owners. We do not have jurisdiction in our State over ad valorem 
taxes. We are in a strait-jacket. The only taxes that we have any 
ontrol over and can unpose on our people are taxes on businesses and 
ndustries by a license tax. We are the highest in the Nation now 
yecause we do not have control over ad volarem taxes 

Only the county assessor and the State has that jurisdiction 

Other than that, we have imposed nuisance taxes, but we are 

stricted by the legislature there. 

The Alabama towns and cities have gone into this matter thoroughly, 
and we find that we have no wavy to pass this added cost on Bonded 

bt limit of our towns and cities, in most instances, is up to its limit, 

nd there is no possibl wav for us to take care of this, if it were added. 

Our legislature says that we can put on certain nuisance taxes. 
We are in a strait-jacket. This thing would really wreck the town 
ind city governments who have any proposed new financing of bonds 

our State 

In many States, cities have the right to control their ad valorem 
taxes, but Alabama cities and towns do not 

Mr. Cooper. Does that complete your statement, Mavor? 

Mir. Green. Yes, Mr. Chairman. 

Mr. Cooper. Are there any questions? 

Mir. Esernarter. Mr. Chairman. 

The CuHatrmMan. Mr. Eberharter. 

Mr. Erernartrer. Mr. Mayor, vou have made what I consider 


to be a very sound and quite persuasive argument against the pro- 
osal made by the secretary of the Treasury In that respect, 
Birmingham, the Pittsburgh of the South, as I might eall it, is ably 


presented here 

I just wanted to call vour attention to the fact that this committee 
a previous occasion and | think it was last vear with respect 
the admission tax on swimming pools considered that matter at 


executive session, and I think the committee unanimously decided 
hat that was sort of encroachment upon the prerogatives of the 

es. We repealed that tax, and even went so far as to consider 
hether or not the municipalities should not be reimbursed for the 

es that had been collected. 

So you are mentioning a problem that we gave some consideration 

I just wanted to commend you on your statement 

Mr. Green. Thank you very much. 

Mr. Cooper. Are there any further questions or comments? 

Mr. Resp. Mr. Chairman. 

\Mr. Cooper. Mr. Reed. 

Mr. Reep. I concur in Mr. Eberharter’s statement relative to the 
xcellence of your presentation here. 

Mr. Green. Thank vou, sir. 

\ir. Reep. I wanted to ask you this question: 

You spoke of the restrictions on the income of your cities. Under 
hose circumstances, about how much interest do you have to pay on 
sur bonds when you sell them? 

Mr. Green. It averages about 2 percent We have $20,000,000 

reneral obligations. In our opinion, this provision would raise it 

percent 
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Mr. Reep. This would raise it to 3 percent? 

Mr. Green. Yes, sir. 

Mr. Reep. Thank you very much. I wanted to get that point. 

Mr. Coorrr. If there are no further questions, we thank you fo 
the information you have given the committee. 

Mr. Green. Thank you, Mr. Chairman. 

Mr. Cooper. The next witness is the Honorable Wallace Savag 
mavor of Dallas, Tex. 

Mr. Savage, will you give your name and the capacity in whi 
you appear, for the benefit of the record? 


STATEMENT OF HON. WALLACE SAVAGE, MAYOR OF DALLAS, TEX, 


Mr. Savace. Gentlemen, my name is Wallace Savage, and I a 
mavor of the city of Dallas, Tex. 

Mr. Coorer. How much time will you require? 

Mr. Savace. 1 believe I can make my statement in about 
seconds 

I have listened to the statements of today and have read the stat: 
ments of yesterday. I do not think there is anything new in what | 
have to say. 

Perhaps the only significant thing about my coming here is that 
our people in our town were so concerned that they sent me to express 
our protest. There is nothing unique in our position. 

We object on two erounds. The first is money. We figure if 
going to cost us about 2 million a year on the average, because fo 
the next several years we shall be putting out about 20 million dollars 
of bonds. 

It seems a little anomalous to us that when we are approaching ou 
tax limit there should be this proposal to further hurt our financi 
position, because the city is not sufficiently flexible, being subject 
State control, to meet the new situation which would be put upon 
very quickly. 

The other objection has been well expressed, and that goes to tl 
matter of the philosophy of government. From some of the qui 
tions, I suspect that a number of the members of this committee fi 
that we should locally try to solve as many as possible of our probler 
of education, welfare, health, and so forth. 

We feel that, to hurt our financial position to that extent, remov 
ability to meet those problems. That, then, raises the ery, 
_on the part of the town to turn to the Federal Government 

additional assistance, and causes you more problems. 

Down in Texas we are sort of unreconstructed rebels. We don’t | 
a great deal of centralization of government where it is not requir 
for the welfare and defense of the people; and, because we think t! 
measure would further that, we are opposed to it. 

I thank vou for vour time. 

Mr. Cooper. Would you like your statement placed in the record 

Mr. Savace. No; 1 think that will be my statement. 

Mr. Cooper. Then vour presentation is sufficient? 

Mr. Savace. Yes, sir. 

Mir. Cooper. Are there any questions? 

If not, we thank you very much. 

Mr. Savace. Thank you, Mr. Chairman. 
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Mr. Resp. I want to make one comment. I believe you stated 

that this proposal, you felt, would weaken home rule; did you not? 
Mr. SavaGe. Yes, sir 
Mr. Rt ED. That is all 
Thank you, Mr savage 
Mir. Comps. | wish to make a unanimous-consent 

teleeram from the general of Texas, a 
ty of Beaumont, and a letter from the city att of Beaumont, 
th reference to the proposal to tax interest on bonds, be in 
the record at this pom 
Mir. Cooper. Without objection, that may 
The material is as follows 


Mr. Chairman 
request that a 
telegram from the 


attorney 
orney 
serted 


he done 
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ppos Secretary Snyder’s sugges 
; est theref le taxa 
Last we I be e Ma Plummer w 1) ’ B 
lf am sure that vo re tar ar with the fact that this proposal has | n made 
various times in the past, but I believe in most eve instant is been 
ed before a bill could « be prepared 
This taxation as ( Mr. Snyder would add from 1 to 1'4 percent 
annual interest co municipal bonds and would increas« r costs or é 
most 50 percent, and w 1 make almost impossible many vital municipal 
ects now financed | l pporting revenue bonds There i : 
that the proposal oper the way for Federal taxation of mu ul ¢ 
because It appears | il that they can tax tl! nm e lr 1S 
i municipal water plant *h as we have outstanding, why couldn't they tax 
neome of the local pla tself? Perhaps they can, but I think we would 
hate to see that come al 
Witt nd personal regar I remain 
Sincerely 
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Mr. Coorrr. Our next witness is the Honorable Herbert Barne! 
mayor of Enid, Okla. 

Mayor Barnett, will you state your name and the capacity in whi 
you appear, for the record, please? 


STATEMENT OF HON. HERBERT BARNETT, MAYOR OF THE CIT 
OF ENID, OKLA. 


Mr. Barnerr. My name is Herbert Barnett, and I am mayor « 
Enid, Okla. 

Mr. Coorprr. How much time do you think you will require for yo 
main statement? 

Mr. Barner. I imagine about 5 or 6 minutes. 

Mr. Coorprr. You may proceed. 

Mr. Barnert. I appear here today in opposition to the suggesti: 
which has been made to this committee on February 5, 1951, by t! 
Secretary of the Treasury that the income from State and municip 
securities be subjected to a Federal income tax. 

As mayor of a municipality, I will confine my remarks to that portio 
of the suggestion which will affect the income from municip: 
securities. 

The city of Enid has a population of approximately 36,000 inhab 
tants, and that number may not sound like very much in compariso: 
to the numbers that have been submitted to this committee here 
the last 2 days. Still, we feel the problems as acutely as larger citi 
of the Nation. 

We have an assessed valuation currently of $22,166,435. 

At the present time we are paying, based on an average interest rate, 
$48,500 annually for interest for bonds already sold. We have 
present 51,300,000 of unsold bonds which can be placed upon the bon 
market as time requires. Within the very near future, we are co! 
templating another issue of approximately $2,000,000 necessary fo 
additional public improvements. I give you those figures to enab 
you to have a sketched background to our picture as it now stands 

We do not want to be misunderstood nor to be misquoted relati 
to the all-out effort to defend this country in this world-wide Cor 
munist war. We believe that this Nation should be geared to defen 
ourselves against any possible devastation, and we realize the gr 
necessity for taxing every possible source in order that this count 
can enjoy a complete defense and that our men and women now 
service can have the best of equipment, materials, and supplies. 

We of Enid are fully aware of the tremendous defense program no 
in progress, as we have in our midst the Vance Air Force Base, whi 
is one of the key fields in the training of aviation cadets. 

We do not believe it hecessary to the defense program that w 
destroy the structure upon which the entire Nation is built; namel) 
the municipalities and the States. 

We do believe that any act on the part of the Federal Governme: 
which will destroy the municipality will in itself from its own weig! 
destroy the sovereign immunity which has been responsible for maku 
our Nation the greatest the world has ever known or will ever kno\ 
To destroy the municipality by creating a top-heavy financial burde: 
would indeed give reason to believe that the centralized government 
would itself fall because the structure which supports it will be gon 
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We further believe that the proposal of the Secretary of the Treas- 
ury to tax income from municipal bonds would impose a burden upon 
municipal governments, and for that reason we join with the National 
Institute of Municipal Law Officers in stating that ‘‘such a proposal 
s clearly unconstitutional.” 

There is no need for me at this time to discuss chat phase of the 

sument, as it has been clearly and in detail explained to this com- 

ttee at a previous hearing. 

We believe that the Secretary of the Treasury has not thoroughly 

vestigated the possibilities which would ensue from this proposed 
LX He has stated that it would to some degree “increase” the cost 

future State and local borrowing. To this we must counterstate 
iat it would increase the degree at least 100 percent in our case. 

\s stated previously, the city of Enid is paying $49,500 annually 

interest which is based on 1! percent rate If the interest from 
sales of our bonds is to be taxed in the future, and if the rate of 
terest 1s only doubled to 5 percent, based upon the same figures 
hich we now have us to our municipal bonded indebted ss, We would 
paving an annual amount of approximately $100,000. 

Based upon a tax per $1,000 assessed valuation at 1'5 percent, 
ur tax is $2.23; to increase that tax rate per $1,000 assessed valuation 

o percent would mean that we would have to pay an additional 
tax Of $4.46. 

lam attaching hereto as part of my statement a copy from John W. 
Prigmore & Co., of Oklahoma City, municipal accountants for the 

ol Enid, which will in detail deseribe these ne 
| would like also to present a few factors which will bring to light 
financial structures of the municipalities in Oklahoma and the 
ercussions that would be felt by cities in our State if a tax on 


res. 


ye from bonds should be imposed. In a study of 1949-50 on 
lace ley es made by Ie Fost r Dowell. prof ssor ol politic al science 
Oklahoma A. & NM College, in connection with the Oklahoma 
ric iltural and industrial s Iirvey of the college it Was found that a 


i 


ital of 39 mills were levied by the 27 largest cities of Oklahoma for 
general funds, while approximately 395 mills were levied for 

nd retirement 

The size of those ficures are the result of State restrictions placed 


municipalities in connection with ad valorem tax levy 
lherefore, cities in Oklahoma are forced to use the ad valorem tax 
narily for deficit spending and must depend upon what utilities 
hey have for operating revenues; for instance, the city of Enid will 
tain approximately $100,000 or 17 percent of its operating budget 
om the ad valorem tax this year as opposed to approximately 
$284,000 which will be used for bond retirement 
\lost municipalities in Oklahoma are forced to use the bond issue 
improvements that otherwise would be financed through the 
rating fund, or a pay-as-you-go plan. 
| bring you these figures to show that we are not in a position to 
our borrowing facilities curtailed. 
lt has been suggested that this proposed tax would not greatly 
rtail the borrowing power of the municipality. The Secretary of 
he ‘Treasury has made this statement, but it is our belief that the 
rect economic burden of the secretary ’s proposal would be to com- 
telv curtail any future borrowing on the part of the cities. 
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L have four letters from firms in Oklahoma City with whom w 
transact business as far as the selling of our municipal bonds. At th 
time I wish to read excerpts from those letters for the purpose of th 
record, and have them attached to the copies of my statement. 

| have first a letter from the First National Bank & Trust Co. o 
Oklahoma City, Okla., written by Mr. Phillip J. Rhoads, vice pres 
dent, and dated February 23, 1951. The letter is as follows: 

Mr. Herperr BARNETT, 
Vayor, Enid, Okla. 

Dear Mr. Barnerr: Mr. Millard Prigmore called me this morning and as 
that | write you regarding the proposed legislation in our National Congr 





attempti to tax the income on State and municipal bonds. Our present Fed 
income-tax rate for corporations is 25 percent normal and 22 percent surta 
mak ra total of 47 percent In addition thereto, the exce profits tax Is add 
on corporations earning certain amounts. 

It is my opinion that cities like Oklahoma City, Tulsa, Enid, and Musko 
would have their interest rates more than doubled if the tax exemption feat 
were removed from the bonds. Small municipalities including small towns w 


find it almost an Impossibility, to finance their improvement as under Oklahor 


law the interest rate is limited to 6 percent and their securities would lose a 


their attractiveness if the income therefrom were subject to tax 

\t the present tine, private investors can receive Al income ol 2 14 peret 
from Government securities before taxes, and as Government securities are c 
sidered the most liquid of any tvpe of investment, vou car readily see that bo 


municipalities of Dp ypulation from 5.000 to 25.000 would be verv difficult 


Phe above-named objections are very important; however, the fundament 


nderlving reaso! hv municipal bonds have been tax-exempt is much mi 
portant mv mind than merely the question of the income from municipalit 
becoming taxable \ very large percentage of our families now pay Fede 
ta \ large majority of those people are home owners and the ren 
he tax-exemption feature from municipal bonds creates a situation of doul 
I} come-tax pavers to the Federal Government would be f 
to pav n er ad valorem taxes to their various municipalities sue} 
( inties, cite wns school distri fs, Al 1 so fort! ms the erest rates wo 
at least double on the larger cities and triple and quadruple on the smaller mut 
pa i . ould be indirect ixat ‘ real property by our Feder 
{, ‘ ‘ 
l s legislation r a t the ire going tf 
the fT I t % % = wi ld not be so, tor it \ vuld also be tte home owners 
ill-business ma and the like that would pay this i lireet Federal tay 
ha é vi valorem taxes increased pav the reased rates of interes 
bond sued by their respective municipalit 
\t t'e present time 2 percent interest is the rate on prime 60- to 00-day loa 
| -and three-vear municipal bonds on top-grade municipalities are draw 
erest rate rroul 11 percent ] ierefore, this gives'v« 1averv direct compar 
as to an increase of municipal borrowings on short-time basis 


Mir. Coorprer. Would you like to have the other letters inserted 
the record? 
Mr. Barnerr. Yes, Mr. Chairman. They are attached to tl 
copies of mv statement submitted to the clerk of the committee. 
CT he letters referred to are as follows: ) 
OxvAHoMA City 2, OKLA., 
February 22, 1951 


Dear Mr. Barnetr: You have asked me to let vou know what I think wo 





be added the interest cost on the citv of Enid bonds should the Fed ral Gover 
ment enact legisiation which would subject municipal bonds to the Federal incor 
tax, and should such legislation be sustained by the Supreme Court. I shou 
think that the interest rate on the city of Enid on its general obligation bor 

would b ist about doubled, were the tax exemption privilege to be taken awa 
from vou. Ir mv opinion, on bonds maturing over a period of, say, 2 to 25 vear 


' r interest cost in the present market would be about 1.60 to 1.65 percer 
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OKvanoMA City, OKtA., February 21, 1951 
Mr. Herpert BARNETT, 
Mayor, Enid, Okla. 

Dear Sir: The following statement has been prepared to fairly present 
position in which municipalities will be placed if the revenue from municipal bo 
is taxed at the normal income tax rate to the bond holder 

We have consulted numerous holders and prospective purchasers of munici) 
bonds and have arrived at the conclusions herein stated. 

Our opinion is that the taxing of municipal bonds would in many instances st 
municipal improvements and expansion. 

It is estimated that the interest rate pertaining to Grade A bonds will be twic« 
great if the revenue from these bonds are taxed. Bonds of lower grade wh 
pertain to all small municipalities would have difficulty in finding a market 
three or four times their present interest rate. 

You may readily see that the home owner and small-business man will be tax 
to restore the income tax liability charged to the bond holder. Expecially does t! 
apply to all future issues and sales. 


Bonds pertaining to city of Enid, Okla. 


Int 
Bonds aut! zed for future sale $1, 30 
( templated new issut 2 OK 
Total , 
Rate Inter 
Percent 
Average interest rate based or iles of past year 1.5 $4 
Interest rate income from municipal bonds are taxed 3.0 Wy 
I rea 1 i ite if taxed l 4 
Perc iSt 100 
Tax! 
Current assessed valuation $22 
Requirements at 1 percent, $49,500; at 3 percent, $99,000 
x rat r $1,000 assessed valuation at 1 percent 
ate r $1,000 assessed valuation at 3 percent 14 
Ir N iX rate per $1,000 assessed valuation 


Respectfully, 
Joun W. Pricmore & Co 
By M. k. Prigmore. 


Mr. Barnerr. In each instance these four firms have stated th: 
the interest rate would be increased to at least 3 percent if the incon 
from interest would be taxed by the Federal Government. Th 
the city of Enid and other municipalities would be unable to me 
this increased rate and enjoy the low rate of interest of past year 
which has been as low as 1 percent and in no instance over 1}5 percen! 
It is only through the means of a low interest rate that cities hay 
been able to finance the municipal development projects and give 
their citizens the modern conveniences which we now have and a: 
enjoying. There has been an increased demand for services on th 
part of the public and municipalities are being required to furnis! 
so many more improvements than they were 25 years ago that th 
income from regular revenue sources is not sufficient to take care « 
the necessary expenditures. We can only incur heavier debts b 
being able to borrow at low interest rate over a long period of time 

In further exemplification of that fact, permit me to discuss 
matter which is before the City Council of Enid for consideration. 
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For some time we have found it necessary to do something about 
ur sanitary sewers, disposal plant, and storm sewers. In November 
of this last vear we contemplated a planned program involving 
¢1.900.000 but based on increased costs at this present time that pro- 
ram will have to be increased to over $2,000,000. The State board 

health has notified us that our disposal plant and sanitary sewers 
re inadequate for the size of our community and that they are in a 
re state and need immediate attention. Using the round figures of 
? OOO O00 as the basis for a bond issue, we would not be able to finance 
hat program at 3 percent interest Nor do | believe any bond buve r 
ould be interested in the purchase of our bonds even at 3 percent 

a higher rate. It is my honest opinion, gathered from information 
hat | have from conversation with institutions interested in municipal 
onds, that all public development would stop and there would be 

future projects until the situation would be relieved. Here is a 

in dire need of a $2,000,000 development and the proposed legis 
ation would certainly rob us of the opportunity of realizing that 
royect If the project Is not developed the State board of health 

ill condemn our entire system, which means that we will not be 
able to build any more new homes and will not be in a position to 
nvite additional industry to our area. We feel that certain companies 
dealing in war contracts are looking with interest to our section of 
the country and we hope to be able to be in a position to extend to 
them a welcoming hand; but take away our public developments and 
we will not be able to play a further part in this great defense program 

It is my firm conviction and sincere statement that if this com- 
mittee should recommend to the Congress of the United States and 
that body should see fit to pass this legislation which would tax income 
for municipal bonds, all municipal bonds would cease. We are not in 
a position to carry an increased cost of government as we are hard- 
wessed for such funds to carry on the regular functions of municipal 
overnment at the present time. If we are unable to plan future 
evelopments and issue general obligation bonds, there will be no 

ivers for those bonds and consequently there would be no index on 
ertain interest; therefore the Federal Government will not have any 
ompensating gain if this proposed legislation is enacted. If the bond 
ivers and the banks who hold these bonds are asked to pay a tax 

m the income from certain bonds, they will not be interested in the 
purchase of bonds as they will be forced to go into a much higher 

ncome tax bracket so that bonds at 1! percent will not be an incen- 
tive for them in order for them to be justified in the purchase and 
receiving a legitimate profit on the same 

There seems to be a mistaken idea that municipal bonds are being 
held by wealthy individuals. Our investigation of the matter has led 
is to the conclusion that this is not true in our section of the country 
and particularly so in the State of Oklahoma. Very few bonds are 

eing sold to individuals and very few are being sold to other financial 
ustitutions, but the banks in our local communities are the biggest 

uuivers of bonds and these bonds are being bought to secure public 
funds; tax them and you remove that from the picture. If the tax is 
mposed the buyers of the bonds will not bear the burden of the in- 
rease of interest rates, but this will FO back to the people who pay 

id valorem taxes; they in turn will be carrying this increased rat 

nd when they discover that their present tax rates have increased 


f 
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as much as 3 percent, they will take such action as is necessary 
prevent the further selling of such securities. 

We earnestly and conscientiously implore this committee to inv 
tigate and take care of the municipalities which will be affeeted. W 
urge you to be sure that the increase in Federal income tax will offs: 
the difficulties which will be imposed upon the municipalities. 

' The Cuatrman. We thank you very much for your appearance at 
the information you have given the committee. 

Mr. Barnerr. Thank you, Mr. Chairman. 

Mr. Foranp. Mr. Chairman, I ask unanimous consent that the: 
be inserted in the record at this point a letter from the Governor « 
the State of Rhode Island, Dennis J. Roberts, a letter from Walt 
H. Reynolds, mayor of the city of Providence, R. 1., and a letter fro 
Mavor Dean J. Lewis, of the city of Newport, R. 1. 

The CaarrmMan. Without objection, that may be done. 

The letters follow: ) 

STATE OF RuoveE ISLAND AND PROVIDENCE PLANTATIONS, 
Providence, March 5, 1951 
Hon. Aime J. FORAND, 
Hlouse of Representatives, Washington, D. C. 

Dear Aime: There has been recently suggested by the Secretary of the Treasur 
and the administration a proposal to tax State and municipal bonds. As \ 
know, this proposal has been made at least three times in the past and alwa 
rejected by the committee 

I can readily understand the administration’s desire to increase its revenue 


this means but | am also aware of the drastic consequences that would result 
State and municipal governments throughout the country A citv like Pro 
dence, if it did not have the tax-exempt feature on its bonds, would be forced 
pay hundreds of thousands of dollars more for money borrowed through t 
medium It would prevent Providence from undertaking capital #mprovemer 
It would also prevent the State of Rhode Island, likewise, from making cap 
Improve ments so sorely need d. 

! earnestly suggest that you reject this proposal as I sincerely believe that 
idministration does not thoroughly appreciate its consequences as far as Sta 
and citv governments are concerned, 

in te pers il regards 

Ss ours 
DENN J). Rowerts, G ? 
Cy OF PROVIDENC! 
P R. I. I 
Hon. Aime J. Foranp, 
Hi Office Building, Washineton, D.C. 

Dear AIM his letter is prompted by the suggestion of Secretary Sny 
vesterday that tax exemption be removed from future issues of m inicipal bond 
a proposal | believe to be very serious to every city in the country 


No one svmpathizes more keenly than I do with the necessity of balancing 
national budget, and from experience | can well imagine what a tough problem 1 
Wavs and Means Committee faces 

Nevertheless, | do want to point out to you that (a) the finances of every 
city in America are strained to the limit today, and ()) the removal of tax exe 
tion from municipal bonds would aggravate an already bad situation to w 
might be a highly unwise degree 

[It is estimated that the removal of exemptions would bring a raise of about 
percent in the interest rate cities would have to offer investors. That does 1 
sound like much, but to us in the cities it means a severe additional strain on o 
revenues which we cannot well afford 

specially during the present critical period of national history, it seems to 1 
nportant that the morale of the people be maintained in every possible way f 
he advancement of efficiency in the defense production effort 

Reduction of municipal services as a result of loss of tax exemptions would be 
ational disadvantage far outweighing the advantage taxwise. 
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The problem is not one simply of whether the Federal Government or 
States will come off best in the matter of tax revenues or in savings in float 
their respective obligations. The complexities of the issue and the implicat 
incident thereto are extremely involved and the ultimate effects far-reac! 
This is well brought out in a report prepared by Harley L. Lutz, professo: 
public finance, Princeton University, for the comptroller of the State of New Y 
entitled ‘‘The Fiscal and Economic Aspects of the Taxation of Public Securit 
and by the comptroller submitted to Congress. Although much of the d 
therein contained is derived from the period prior to the Public Salary Act, 
perience but confirms the soundness of Professor Lutz’ concept of the scop 
the problem. 

The actual decisions of the Supreme Court have certainly not as vet rep 
ated the dual sovereignty principle with its corollary doctrine of immunity. 
decisions leading to the Public Salary Act appeared to rest on the indirect nes 
the impact of the tax rather than upon a final commitment either that there 
longer immunity for the States or no longer immunity for either the States or 
Federal Government. In this state of affairs, for Congress to move forv 
again can only be regarded by those favoring the preservation of the righ 
States as the pursuit of a policy of gradual attrition. It will impede rather 
facilitate any movement toward cooperation and coordination of Federal, St 
and local tax systems 

W holly apart, however, from the issue of domination of the States by 
Federal Government, is the harm that comes to all from constant agitation thr 
ening or tending to disrupt existing institutions and relationships. The cost 

‘ and to the municipalities of terminating the immunity of their b 
as of a day certain and under a specific law to be then in effect might be rou 
approximate. But who knows or can even conjecture what that cost will | 
the future under a vacillating Federal policy or under a policy that seeks to 
croach more and more upon the States? Moreover, it is evident that the in 
ment public will not be blind to threats of changing Federal policy. Long-t 
State and municipal bond issues are bound to be affected not only by the act 
also by the threat to act. 

Che effect of the enactment of the proposal in the different States will, of cour 


vary with the existing conditions in those States. For Massachusetts and 
municipalities the situation would be particularly bad. Many municipalities 
heavily committed. The war caused postponement of many capital expendit 
now under way Under the Massachusetts system municipalities are deper 


for tax revenue solely upon the property tax and the motor-vehicle excise 
great bulk of the property tax comes from realestate. The result has been rap 
increasing tax rates that in some instances are approaching the danger pr 
\ny added burden in connection with the increased cost of borrowings, under 
existing svstem i Viassach isetts, will fall directly into the real-estate tax bur 
While in my opinion the proposal for the Federal Government to tax State 


municipal bond interest should be completely dismissed, it is my belief t! 
it should go forward, it should only be on two conditions 1) it should 
only to obligations hereafter issued; (2) it should be conditioned on recog: 


of a similar right upon the part of the States to tax the interest on Federal o} 


Regard s ol the technical legal rights of present holders of State and mur 
bonds many were purchased upon the assumption that the interest would not 
indeed ( ild not unde r the Federal Constitution be taxed Certainty ther 
ample warrant for such an assumption upon issues antedating 1930 It is 
that we have witnessed repudiation of the gold clause in Federal obliga 
and that perhaps there are those who would again rely upon the exigencies « 
times to justify morallv the taxation of interest on outstanding issues, but i 


doubtful if history will eventualiy look with favor upon lapses which put pre 
expediency upon a higher pedestal than foursquare integrity in public 

lhe effect upon the faith of the public in what it may expect from the I 
] ; J 


Government is inevitable and will come at a time when it would seem 


; 
i 1 


| ederal Government is in need of in spiring vreater con idence rather than less 


If the State is immune, then no act of Congress can under the Constit 


affect that immunity If that immunity extends to freedom from taxat 
State bonds, again no act of Congress can affect that freedom The present 
posal, of course, must be based upon another assumption. If such an assum 


is tentatively acce pted by the States, thev are justified in seeking the accep! 
by the Federal Government of a like assumption that Federal obligations ar 
immune from State taxation How such a recognition can be made ma 
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may present difficulties and may be a further reason for the premise that the States 
should not acquiesce in the taxation of their bonds by the Federal Government at 
all. If however, Congress does tax State bonds without such a recognition, the 
paramount authority of the Federal Government over the States will have taken 
more step forward 
I cannot state to forcefully mv sincere conviction that the present proposa S 
id for all concerned 


FEBRUARY 23, 1951 


\ir LANG As the representative of Gov Paul \ Devel of \as- 
suchusetts, I urgently request this committee to oppose the taxation 
State and municipal bonds The possible revenue to be derived 
from such action on the part of the National Government would be 
atively trivial in the light of the tremendous revenues presently 
ivailable to the Federal Government from its vastly superior tax 
resources. On the other hand, were such taxation to be initiated 
ainst bond issues of the States and local governments a financia! 
burden of grave consequence would be experienced by them sy and 
| ve, indebtedness incurred by the States and by local communities 
s for the purpose of financing the development of community facilities 
and for the rendering of assistance to its citizens at an increasinely 
h rher level consistent with more enlightened concepts of the fun¢ ion 
of modern government in these days 
This committee cannot help but be aware of the tremendous inroads 
made upon the available funds of the States and local communities 
y the existing tax program of the National Government It is no 
exaggeration to say that in each of recent years there have been paid 
mm within Massachusetts into the Federal Treasury revenues ex 
ceeding the total taxabl valuation of the city of Boston Conserva- 
ve estimates of the effect of the current appropriation and reven 
1) before the Congress would be to draw from Massachusetts a sum 
ilent to one-third of the total assessed valuation of the real 
ute of all « ities a id towns of the Commonwealth Moreover Lo 
“id to the burds ns ilready imposed by the « nactment of a tax upon 
issues Of local securities would be to add a burden to loeal com 
ties without an equivalent advantage to the Federal Government 
particular community issuing new debt subject to this proposed 


would be faced with the immediate additional cost peca 


ise it 
be required to obligate itself for this extra interest cost for the 
erm at the time of issuance On thi other hand the revenues 
possibly accruing to the Federal Government would flow to the 
Preasury in fractional vearly increments 


While attemptin to reach mMcome of hich brack hold = of 


nicipal obligations you actually create a situat 


a ion that resuits mM 

reasing local real-estate taxes or sales taxes Thus, in seeking Lax 
V, you create tax Inequity 

\ he present time mn Massachusetts we are considering the is- 


of substantial amounts of debt to finance road construction, 

ool buildings, sewage systems, water works, hospitals, and bridges. 

mpose a Federal tax upon these obligations would necessarily 

the interest rate at least 1 percent. In a State and in communi- 

s already hard put to meet the demands of the Federal revenue 

wrant, such additional costs might well be the difference between 
execution of the program and its abandonment 
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As specific examples: Within the last few years the legislature ; 
the Commonwealth has initiated a program of financial assistance ( 
local communities in the construction of school buildings to provid 
facilities needed by a growing population and to replace unsaf. 
unsanitary, and obsolete buildings with modern facilities in keepin 
with the standards we believe American children are entitled to hav: 
\t least 75 cities and towns are planning a school-building constru 
Lion program estimated to cost $100 million It mav seem incredaib 
but | have seen with my own eves, not 60 miles from Boston, schoo 
lacking running water or sanitary facilities and lacking heating facil 
ties worthy ol the nae \lost of this 4 hool-building constructio 
will be financed through 20-year bonds issued at rates running from 
to 2 percent per a period of 20 years. To increase the interest deb 
burden an additional 50 percent would, | am convinced, interposé 
serious Obstacle to the program Plans for a second vehicular tunn 
and an arterial highway in downtown congested Boston would b 
si riously jcopard zed by the increased costs imposed by this Measure 

A strong America is not only a nation with superior air fore 
armies, and navies. Its vitality rests rather on a satisfied citizenry 
which, in its day-to-day life, is conscious of the benefits of its Govern 
ment in making life tolerable It is better schools, more adequat 
roads, finer water supply, extensive libraries, and similar facilities 
provided by its local governments that make life livable in an age 
where the threat of war and the tensions of the unknown are eve! 
present. Any proposal that lessens the prospects of such thing: 
becoming a reality is a disservice to the citizens of the States and thy 
municipalities of this country 

For these reasons and the many others called to your attention 
this hearing, | urge you to dispose of this matter in the same wav vo 
did in 1939 and 1942, when this committee did not see fit even 
report this matter to the floor of the House for its consideration 

The Cuainman. Mr. Eberharter 

Mir. Eseruarrer. Mr. Lang, I personally appreciate your stat 
ment very much. IL know your Governor. He is one of the o 
standing governors in the United States today. 

I am somewhat shocked, though, that such a great State, with su 
an outstanding Governor, would have, not 60 miles from Boston 
schools lene king running water or sanitary fac litte sand lac Kine heat 
facilities worthy of the name 

Mir. Lana. That is richt, su I sit as a special adviser to the Co 
mittee on Municipal Finance and we have had representations 
they use the old tin bucket out of the water trough outside the scho 
building for drinking water for the children. It is only the las 
vears that the State government has seen fit to implement lo 
revenues with State aid for that purpose 

Now the State is willing to assume 25 percent of the cost of 
construction. We hope in the next 5 vears to put $100 million wo 
of school buildings up in Massachusetts 

Mir. Exeruarter. That is a program to improve the so-cal 
country schools as well as the city schools? 

Mr. Lane. That is right. 

Mr. Exernartrer. Will vou pay my regards to the Governor a: 
tell him I congratulate him on having such an able representative he: 


Mr. Lane. Thank you, sir 
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Mr. Eseruartrer. | am glad that he is undertaking the improve- 
ment ol the schools in the State of Massachusetts. 

Mr. Lang. You must be aware that in 1938 the present Governo1 
as attorney general of the Commonwealth participated in working 
out the proposals of that time 

Mir. Eperuartrer. | know that his service to his country during 
the war gave plenty of evidence that he would be a forward-looking 
and a fine Governor! 

Nii LANG Thank Vou, sil 

Mir. Keocu. Mr. Chairman, may I join my colleague, Mr. Eber 
harter, in paying my 1 to the distinguished Governot 
Massachusetts whom we | w personally 

Ni LONG Thank Ve I Keogh | shall by 
vour respects to him 

The CHAIRMAN ly iki 

Mir. Jenkins. Your Governo a Democrat? 

Nii Lo NG Yes hie - It 1 re is no democratic way Dburlding 
school buildings Tha I ( rat and thre Republicans all attend 
school together 

The CuarrMan. Thank l Lang, for your appearance and 
the information given the con 

Mr LANG Thank you I ‘harman 

The CuarrmMan. Mr. Earl E. Hagerman, director of finance, Day 
ton, Ohio, also representing the Ohio League of Municipalities 

Will vou give your name and address to the reporter for the | 


of the record and the capaci n which you appear: 


STATEMENT OF EARL E. HAGERMAN, DIRECTOR OF FINANCE 
AND CITY ACCOUNTANT, DAYTON, OHIO, REPRESENTING THE 
ASSOCIATION OF OHIO MUNICIPALITIES AND THE MUNICIPAL 
FINANCE OFFICERS ASSOCIATION OF OHIO 


Mr. Hagerman. \Iv name is Earl FE. Hagerman, director of finance 
and citv accountant of the city of Davton, Ohio. 

Gentlemen, | am appearing before your committee representing 
the Association of Ohio Ni inicipalities and thi Municipal Finances 
Officers Association of Ohio in opposition to the proposal that the 
CXC mption of state sé h ol and TEDULTaie ipal bonds Irom Keds ral taxa 
tion be withdrawn 


We see no reason whi tha Federal Government should place 2 
heavy burden upon State, school, and local governments while at the 
same time do little in the present emergency to solve the current fiscal 
problems of the Federal CGrovernment 

It is our opinion that if Stat and local vovernment securities are 
subject to Federal taxation it would immediately increase interest 
rates at least 1 percent 


1 should like to use m own city of Davton as an ¢ xvample of how 
this proposal, if approved by Congress, would increas« the cost of a 
waterworks improvement we must make soon. ‘The State board of 
health notified us that we must build a water-filtration plant. To do 
so will require a bond issue of at least $5 million. The bonds should 
be 30-vear serials. A 1-percent increase in interest rate will mean an 
added cost of at least $820 million. We have already estimated out 
costs for this project, in luding interest charges of about 1% percent 








1092 REVENUE REVISION OF 1951 


Water rates have been increased to meet this added burden. If w 
must pay from 2); percent to 2% percent interest we will be require: 
to again increase rates to assume this additional cost of $820 million 
This means that the water consumers must pay for this added cos' 
and not the holders of our waterworks bonds. 

[t is my opinion, after 35 years of municipal financing, that if Stat: 
school, and local government bonds are to be made subject to Federa 
taxation, the purchase of such bonds will not only demand highe: 
interest rates to meet present Federal tax obligations but will also 
ask an added amount as a protection against possible higher taxe 
during the many vears that the bonds will run. 

I don’t believe I need tell your committee of the needs of schoo! 
throughout the country. Ohio school authorities are now trying t 
get help from the State government to build new schools and to en 
large others so that they may be prepared to meet the increased e1 
rollment which they know is coming. Why further complicate th 
problem by increasing the interest cost on school bonds? 

My city, like all other fast-growing American cities, is facing 
serious financial problem in trying to meet the substantially increased 
costs of public improvements such as storm sewers, bridges, fir 
stations, parks, et cetera. In most cases it will be necessary to submit 
bond issues to the voters if we are to levy more taxes against real 
estate. An increase of 50 to 60 percent in interest charges may well 
mean the difference between approving or disapproving bond issue 
for badly needed public improvements 

Schools and local government officials in Ohio are now appealing 
to the State legislature for more funds to meet increased operatin; 
costs. The Governor found it necessary several weeks ago to cal 
into conference a group of citizens representing various governmenta 
and business groups. He presented financial statements to show 
that, in his opinion, the State may not even be able to continue th 
help it has been giving in the past because of the increased deman 
for the operation of the State government. He pointed out the ne 
of constructing new hospitals for the mentally sick 

[ should like your committee to consider the limitations surroundi 
the ability of school and municipal governments to increase th: 
revenues as compared with the broad field of taxation available 
the Federal Government. These local governments also have v 
limited bonding authority. They are limited very largely to re: 
estate taxes which many persons believe to be carrying too much 
the tax burden already 

Many of us are wondering if this attempt to tax State and loc: 
rovernment bonds is designed to be the first step to actually exer 
control over the financing of schools and local governments. If th 
effort is successful, perhaps it would soon be followed by other i 
tempts to tax outstanding bonds and then be followed by efforts 
control the issuance of bonds in the primary market, such as t! 
Securities and Exchange Commission tried to do several vears ag 

Other speakers appearing before your committee have and will ver 
ably discuss the constitutionality of this proposal and will also prese: 
facts to disprove the theory that the tax-exempt bonds of schools at 
local governments are all being held by wealthy citizens who » 
trving to avoid payment of their share of the Federal tax burde: 
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lo conserve the time of your committee I will not cover these and 
many other points in my presentation. 

In conclusion may I urge your committee to give full consideration 
to the financial problems now confronting State, schools, municipal 
ind county governments and refuse to take any action which will 
further complicate these problems. 

The Association of Ohio Municipalities and the Municipal Finance 
Officers Association of Ohio sincerely request that you disapprove 
the proposal to withdraw the exemption of Federal taxes from State, 
school, and local government bonds. 

! appreciate this opportunity of appearing before you 

The CuarrMan. Mr. Jenkins 

Mr. Jenkins. Mr. Hagerman, you state that you not only are a 
epresentative of the great city of Dayton, but you also represent 
the municipalities of the State of Ohio. 

Mr. HaGerman. That is correct. 

Mr. Jenkins. How generally do you represent those municipalities? 
Do vou represent them all or what is vour proportion ol representation? 

Mr. Hacerman. We have an association in Ohio known as the 
\ssociation of Ohio Municipalities and at a recent meeting of that 
association they took a definite stand in opposition to this proposal 
and asked me to represent them at this hearing. 

Mr. Jenkins. Now I think that it is a matter of history that the 
State of Ohio has more what we call large size towns and small cities 
han any other State in the Union, cities in the 10,000 to 20,000 class 
{re these the size you represent also as well as the big cities? 

Mr. HaGerman. That is right. I understand we have 125 
of over 5,000 population 

Mr. Jenkins. Now let me ask you this: You make reference there 
as to the condition of the finances of the State of Ohio Qur Gov 

nor had, as I remember, quite a lot of trouble with financing, carry- 
ng.on the financing of the schools. Is that right? 

Mir. HaGerman,. That is correct 
Mr. Jenkins. I think vou will remember, and if vou do not, I will 
that when I was a member of the State senate in Ohio we passed 


ike the KING that 


hool legislation, of which I was the author, much 
} 


ihe rentleman Irom Boston mdicated the \ needed in \Nlassachusetts 


nd by reason of that legislation, We established ad program that 
ought State aid to what we called the weak school districts and that 
vislation was a great benefit to all the poor sections of the Stat 
How is the Governor getting along with the school problem? 
\Ir. HAGERMAN. It is, of course, known as the Ohio school founda- 
m program. They are now asking for a very sizable increase not 


lv for the operating expenses of the schools but also for construction 


irposes. They are just in a quandary because the demands are 


any millions of dollars more than the State seems to he able Lo or 
their own needs, and also for local government needs 
Mr. Jenkins. The State of Ohio is considered naturally as one of 
he big States financially in the Union, but it is having a lot of trouble 
rht now along this line 
Mr. HaGerman. It is, si uuse of the terrifically increased cost 
the government 
Mr. Jenkins. What can vou sav with reference to the smaller 
wns? Are there many of them that have reached their debt limit? 
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Water rates have been increased to meet this added burden. If w 
must pay from 2}; percent to 2% percent interest we will be requir 
to again increase rates to assume this additional cost of $820 millio: 
This means that the water consumers must pay for this added co 
and not the holders of our waterworks bonds. 

lt is my opinion, after 35 vears of municipal financing, that if Stat. 
school, and local government bonds are to be made subject to Feder 
taxation, the purchase of such bonds will not only demand highe: 
interest rates to meet present Federal tax obligations but will als: 
ask an added amount as a protection against possible higher tax 
during the many vears that the bonds will run. 

I don’t believe I need tell your committee of the needs of schoo 
throughout the country. Ohio school authorities are now trying 
get help from the State government to build new schools and to e1 
large others so that they may be prepared to meet the increased e: 
rollment which they know is coming. Why further complicate th 
problem by increasing the interest cost on school bonds? 

My city, like all other fast-growing American cities, is facing 
serious financial problem in trying to meet the substantially increase: 
costs of public improvements such as storm sewers, bridges, fir 
stations, parks, et cetera. In most cases it will be necessary to submi 
bond issues to the voters if we are to levy more taxes against rea 
estate. An increase of 50 to 60 percent in interest charges may we! 
mean the difference between approving or disapproving bond issu 
for badly needed public improvements 

Schools and local government officials in Ohio are now appeali: 
to the State legislature for more funds to meet increased operatir 
costs. The Governor found it necessary several weeks ago to c: 
into conference a group of citizens representing various government 
and business groups. He presented financial statements to show 
that, in his opinion, the State may not even be able to continue t| 
help it has been giving in the past because of the increased demat 
for the operation of the State rovernment He pointed out the ne 
of constructing new hospitals for the mentally sick. 

| should like your committee to consider the limitations surround 
the ability of school and municipal governments to increase th: 
revenues as compared with the broad field of taxation available 
the Federal Government. These local governments also have v: 
limited bonding authority. They are limited very largely to r 


estate taxes which many persons believe to be carrying too much 


the tax burden already 

Many of us are wondering if this attempt to tax State and lo: 
rovernment bonds Is designed to be the first step to actually exer 
control over the financing of schools and local governments. If ¢] 
effort is successful, perhaps it would soon be followed by other 
tempts to tax outstanding bonds and then be followed by efforts 
control the issuance of bonds in the primary market, such as 
Securities and Exchange Commission tried to do several years as 

Other speakers appearing before vour committee have and will v: 
ably discuss the constitutionality of this proposal and will also pres: 
facts to disprove the theory that the tax-exempt bonds of schools a: 
local governments are all being held by wealthy citizens who 
trving to avoid payment of their share of the Federal tax burd 








REVENUE REVISION OF 1951 1093 


lo conserve the time of your committee I will not cover these and 
many other points in my presentation. 

In conclusion may I urge your committee to give full consideration 
to the financial problems now confronting State, schools, municipal 
and county governments and refuse to take any action which will 
further complicate these problems. 

The Association of Ohio Municipalities and the Municipal Finance 
Officers Association of Ohio sincerely request that you disapprove 
the proposal to withdraw the exemption of Federal taxes from State, 
school, and local government bonds. 

I appreciate this opportunity of appearing before you 

The CuarrMan. Mr. Jenkins 

Mr. Jenkins. Mr. Hagerman, you state that you not only are a 
epresentative of the great city of Dayton, but you also represent 
the municipalities of the State of Ohio. 

Mr. HaGerman. That is correct. 

Mr. Jenkins. How generally do you represent those municipalities? 
Do you represent them all or what ts vour proportion of representation? 

Mir. HaGermMAN. We have an association in Ohio known as the 
\ssociation of Ohio Municipalities and at a recent meeting of that 
association they took a definite stand in opposition to this proposal 
ind asked me to represent them at this hearing 

Mr. Jenkins. Now I think that it is a matter of history that the 
State of Ohio has more what we call large size towns and small cities 
han any other State in the Union, cities in the 10,000 to 20,000 class 
\re these the size you represent also as well as the big cities? 

Mir. HaGermMan. That is right. I understand we have 125 
f over 5,000 population 

Mr. Jenkins. Now let me ask you this: You make reference 
as to the condition of the finances of the State of Ohio Qu 

nor had, as I remember, quite a lot of trouble with financing, carry 
¢ on the financing of the schools Is that right? 

\ir. HaGerman,. That is correct 

Mr. Jenkins. I think vou will remember, and if vou do not, I will 

that when I was a member of the State senate in Ohio we Passe d 
hool legislation, of which | was the author, much like the kind that 
rentleman from Boston indicated they needed in Massachusetts 

d by reason of that legislation, we established a program that 

ought State aid to what we called the weak school districts and that 


rislation was a great benefit to all the poor se tions of the State 
low is the Governor retting along with the school problem? 

\lr. HAGeRMAN. It 1s, of course, known as the Ohio school founda- 

n program. They are now asking for a very sizable increase not 


VY ior the operating expenses ot the a hools but also tor construction 


poses. They are just in a quandary because the demands are 


/ 


millions of dollars more than the State seems to be able to g 
their own needs, and also for local government needs 
Mr ap NKINS. The State of Ohio ts considered naturally as one of 
he big States financially in the Union, but it is having a lot of trouble 
ht now along this lin 
Mir. HAGERMAN. It ts, sir: because of the terrifically increased cost 
the government 


Mr. Jenkins. What can vou say with reference to the smaller 


vns? Are there many of them that have reached their debt limit’ 





LO94 REVENUE REVISION OF 1951 


Mr. HaGerman. Yes. Many of them have surpassed their cd 
limit and they are now prohibited from issuing any bonds until th 
have paid off some of their past debt, and then they are permitt 


75 percent of that 


Jenkins. They have to do that in order to meet the emerge 
iN. Yes. Under Ohio laws, vou may have outstar 
hie bonds equy | to but not exceeding ] percent ol tl 
You Thin also have outstanding bonds which hia 
by a vote plus those which have been issued witho 
eding 5 percent of the valuation. Then some Ol 
ady exceeded the 1 percent in which case they m 

p to 75 percent of the amount thev have paid off. TI 

oO meet emergencies they must submit these bonds 

l thev mav be outside the 1 pereent and within t 
rease in interest charges simply further complicat 
‘cities to issue bonds to meet an emergency witho 
them to the ( le 
How long have vou been in your present posit 
N. Thirty-five vear 
And during all that time vou have also had conta 
n the State more less? 
That is correct 
You were her all lay vVesterday ana heard 
people? 
I was, sit 
you coneur mM ii 
N | do and | bien eliminated trol 
nv of thre points | had intended Lo dl scl 
issed vesterday 
vour committee to repeat them today 
Mir. Chairman, | w tate for the record th 
; considered the outstanding municipal finan 
of Ohio and Lam glad that the State has sent | 
Thank vou, sir 
We thank vou very much for vou uppearal 
and the information vou have given the committ 
N Thank vou, Mi Chairman 
Mr. Chairman, | ask unanimous consent to hay 
it this pomnt im the reeord, which was written by 
of Cinemnati to Congressman Charles H. Elston 
MAN. Without objection, that may be done 
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from 1927 to 1941, 101 resolutions for constitutional amendments to elimi: 
or modify the exemption were introduced into Congress; these constituted 
percent of all amendments introduced and more than twice as many as \v 
proposed in connection with any other subject 

Many of you, I know, were Members of Congress when a propo: 
similar to Secretary Snyder’s now before you was considered in 194 

Because of the frequency and regularity with which this quest 
has reappeared, the points made by State and municipal office: 
will not be new ones, but they will be nonetheless weighty. I « 
tend that the case for exemption of municipal bond income is 
strong one and that it is even stronger at this moment than it | 
been in the past. Mv positive arguments follow: 

A tax on State and local bond income is a tax on the construct: 
of capital improvements that are urgently needed in connection w 
our national defense program 

This Nation has been and is being forced into an economic prog 
calling for annual defense expenditures in the neighborhood 
$40,000,000,000, price and wage controls, and material allocatio: 
This program, which calls for self-discipline and limited austeri 
may be with us for n decade or longer The success of the progra 
and the effect it is to have on the Nation’s standard of living a: 
morale depend on our ability to produce more and more. ‘To pi 
duce more, we must swell our labor force. work longer workweeks 
cases, and just plain work harder. Such intensifying of effort direct 
intensifies the use of many municipal facilities and requires that 
dustrial cities like Milwaukee move rapidly to plan and finance | 
construction of certain major facilities and the repair and enlargemy 


} 


of others 
Dur Iris 


the next several vears, Milwaukee plans to spend milli 
to build expressways and to widen and repair streets so as to facili 
travel to and from its many plants; to add to its harbor facilities so 


to expedite the movement of raw materials and processed arti 


to provide streets, sewers, and watel installations so as to ser\ 
new industrial plants and residential areas; and possibly to b 
shelters, control centers, and other facilities so as to protect its ¢ 
zens, utilities, and other services from possible enemy bomb 
attacks. City officials evervwhere recognize that priority must 
given to projects tied in with defense and that almost all recreatior 
and cultural projects must be post poned for lack of funds, mater 
and labor Municipal officials have been helped to this decision 
the recent National Production Authority bans on certain types 
construction 

That the Federal Government is much interested in promoting 
construction of the ver¥ projects that we want mosi to build is pri 
ably best evidenced by the fact that Federal aids for highways, ly 
pitals, airports, harbors, housing, and advance planning now to! 
substantially more than $1 billion per vear. Why then should 1! 
Congress, when promoting construction of the very projects that 
need most and exercising control over what may be built, legislat: 
tax the construction of our projects? Subjecting municipal bo 
income to income taxation might raise the interest rates on fut 
issues as much as one percent. Milwaukee’s 1951 borrowing p 
gram calls for the issuance of $12,650,000 worth of 20-vear se 
general obligation bonds. Increasing the interest rate on these bor 
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vy 1 percent would increase the cost of borrowing $1,000,000 by 
$105,000 and would increase the cost of our 1951 borrowing program 
iv $1,328,250. Said simply, taxation of municipal bond income means 
sizable increase in the cost of financing construction; increasing 
nancing costs will simultaneously decrease the ability of cities to 
onstruct the many projects they need to maximize their contribution 
» the national product 
The United States tax svstem as a whole is rendered less equitable 
Federal taxation of muni ipal bond income because the increased 
st of borrowing will force municipalities to raise their already high 
operty tax levies 
Publi finance economists the world over are quite well agreed 
hat two of the best taxes available to a predominantly industrial 
tion are the personal and corporate income taxes now used exten- 
ely by the Federal Government and that one of the worst is the 
neral property tax. The income taxes have their support primarily 
ause income, which is both the subiect and the measure of these 
ixes, Is the most rational indication of ability LO pay All taxes, it is 
d, are in the last analysis paid from income, and a tax is most 
uitable if paid by a person with ability Lo pay when he has that 
bility On the other hand, telling criticisms are leveled against the 
or neral property tax because it hits those less able Lo pa harder than 
hits those more able to pay and because it discourages investment 
badly needed housing 
Rach time that Milwaukee officials stop to considel that the smallest 


nad least pretentious home hat can he built iti thr CILY draws il 
roperty tax bill of about $20 per month, and that the property tax 


a measure causes slums and necessitates the building of publicity 
subsidized housing for low-income families, they are spurred into 
arching for substitute taxes. Each such search leads them to thi 
mclusion that the productive and otherwise desirable substitute 
ves have been preempted by the State and Federal Governments 
The import of the foregoing thoughts is merely this. This com- 
ttee, faced with the task of increasing Federal revenues, can raise 
X dollars by taxing municipal bond income which thereby indirectly 
creases municipal property tax levies or it can raise the same 
imber of dollars by Increasing its income taxes or others of its 
latively equitable taxes. Justice can only be served by choosing 
he latter alternative. 
The dollar loss that will be suffered by State and local governments 
their cost of borrowing is increased bv a Federal income tax on 
eir bonds’ interest may exceed the revenue collected from that tax 
vy the Federal Government. 
! am fully aware that this contention is hotly debated, but I urge 
hat the committee give careful consideration to this possibility for 
¢ following reasons 
First, much income from both bonds and stocks evades the Federal 
iX collector | will not develop this point because the (Congress 
eard much testimony on it last year when a withholding tax on 
vidends was being discussed 
Secondly, economists who claim that the Federal Government 
seS more in taxes by exempting State and local bond income than 
he State and local governments save in interest tacitly assume that 
st tax-exempt securities are held by persons whose tax liabilities 
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are so high that they can earn significantly more by holding exem; loca 
municipal bonds than by holding taxable bonds of similar risk ar As | 
maturity. Available studies on municipal bond ownership are wou 
than comprehensive, but they do give us good reason to believe tha basi 
the quantitative amount of exempt bonds held by the very wealth wou 
is small. These studies also show, on the other hand, that mar Fed 
individuals hold exempt municipal bonds when they would be bett: acti 
off to hold taxable bonds of similar risk and maturity. This seer und 
ingly unexplainable appeal of municipal bonds must be due partly to men 
safety and liquidity considerations and partly to investor irratior 
ality. Whatever the reason, the loss in these cases is at the expen com 
of the investor and not the Federal Government. urge 
No one can state dogmatically that the imposition of a Fede hav 
income tax on State and local bond income would result in a m paid 
dollar loss to governments as a group, but this committee mu T 
reckon with the fact that there is good reason for believing that su: 
would be the result 
Federal taxation of State and local bond income involves an ext 
sion of Federal power over the finances of our sovereign States and 
their subdivisions that is probably unconstitutional and certain 
unwarranted 
Although it has been asserted by opponents of the exemption o 
municipal bond income that recent Supreme Court decisions indicat 
the possibility that the exemption can be abolished without a const 
tutional amendment, | have everv reason to believe that a consti 
tional amendment would be required The Pollock decisions whi 
established the unconstitutionalits of Federal taxation of State ar 
local bond interest have never been overruled. Furthermore, in 
Supreme Court case decided as recently as 1946 (State of Vew ) 
and forty-five other States as amici curiae \ / S four Justi 
expressed themselves as feeling that a tax which “unduly interfet 
with the performance of the States’ functions of government’ 


‘ 


unconstitutional, and two other justices sharply condemned 


trend toward narrowing State and local immunities. Thev, in fi 


even que stioned the wisdom ana constitutionalits ol the line betwee 


rovernmental and proprietary functions that had been drawn 
earlier decisions 
More iu iportant than the constitutionality today, howeve! Is men 
hat the 40 legislatures that approved the sixteenth amendm f th 
allowed the Federal Government to “lav and col taxa 
womes” did so at a time when it was undisputed t! 
Kederal taxation of State and local bond income was unconstitutior 
Anv attempt to eliminate the exemption by other than constitutior 
amendment would be an infamous breaking of faith 
The delieat balance of powers between the various levels 
vovernment is also very much involved in this whole question of 
exemption. Our founding fathers wisely restricted the Fed 
Government to a small group of expressed powers and gave 
residual powers lo the sovereign States so as to nilow those St: 
and their subdivisions much latitude for independent and du 
netion The facet that the Constitution has progressively 
interpreted more liberally in favor of the Federal powers Is a 


tradiction of the obvious fact that those rovernments on the scel 
the “grass reots’’ governments, are best able to judge and to han 
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Of al needs and should be allows dl to do so W ithout outside mterterence, 
{s has been stated before,.a Federal tax on municipal bond income 
vould force cities to raise then property tax levies or to cut bac k on 
asic services and badly needed improvement construction; and 
vould also fore them to carefully watch and to trv to influence 
Federal tax developm« his so as to plan and to time thei borrowing 
etivitie In other words, a Federal tax on municipal bond incom: 
mduly interferes with thy ‘nee and the functioning of self-govern- 
ment and is therefore intoler: | 

I believe that all of the arguments prese nted are compe ling The 
ommon council of the city of Milwaukee and I, therefore, officially 


! 


rge that vou CXPeacillously ce feat any and all proposals that would 
have the effect of taxing State or municipal obligations or the interest 
aid thereon 
The Cuatrman. We thank vou, Mr. Kalupa, for vour appearane: 
information given the commiuttes 
UPA. Thank vou vi Mir. Chairman 
\IRMAN r. Northeutt Ely, general counsel of the Amer- 
iiil Powe! 
Will vou give your name and reporter and the capa 


ty in which you appear 


STATEMENT OF NORTHCUTT ELY, GENERAL COUNSEL, AMERICAN 
PUBLIC POWER ASSOCIATION, WASHINGTON, D. C., ACCOM- 
PANIED BY CARLTON L. NAU, GENERAL MANAGER OF THE 
ASSOCIATION 
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The question logically divides into two parts, first, whether t! 
Federal Government can constitutionally tax the interest paid | 
municipalities on the securities they issue, and, second, if such a pow 
exists, whether it ought to be exercised 

I. The Federal Government cannot constitutionally tax the inter 
paid by States and their political subdivisions upon their securiti 

A. ‘The power of the State to borrow money is an essential gover 
mental power. 

The continued existence and operation of any sovereign depet 
upon its power to borrow money, no less than on its power to ta 
The Federal Constitution recognizes this self-evident fact with resp: 
to the National Government in the enumeration of powers grant 
to it by article 1, section 8. It is equally true with respect to 
States, the grantors of these powers to the National Government 

The Federal Government could not now be functioning witho 
the power to borrow money. The existence of a national debt of 01 
250 billions demonstrates that. 

By the same token, the State governments and their political Sl 
divisions could not function without the power to borrow. Th 
present debt of over 23 billions so testifies 

The essential governmental character of the State’s power to borr 
is not affected by the purpose for which the money is borrow: 
whether to equip the National Guard, build a State capitol, pa 
bonuses to veterans, build a turnpike, refund debts, build low-c: 
housing, construct a water works or sewerage or power system, 
build a subway or schools; for the power of decision in the use of t! 
public purse is itself one of the State’s attributes of sovereignty, a 
may not be controlled by the Federal Government. 

The question, on this hypothesis, is whether the extension of | 
Federal income tax to the interest paid by States and the subdivisio 


upon their obligations would constitute a direct, substantial, 
- 


measurable burden upon the power to borrow money. If so 
‘would operate on the power Lo borrow before it is erere ised.’ 


would be unconstitutional, 

The Constitution contains no express limitation on the power: 
either a State or a National Government to tax the other, o1 
instrumentalities. That there is an implied limitation, howe, 
founded in our system of dual sovereignty, stems from \eCudloe/ 
Maryland (4 Wheat. 316 (1819)), where Maryland unsuccess! 
attempted to tax the issuance of securities by a national ba 
Whether, as Marshall said there, ‘‘the power to tax is the powe 
destroy,”’ the power to tax is surely the power to control, an: 
Federal power to tax municipal bonds would be a Federal powe1 
control the lifeblood of local government. 

We believe that the exemption now codified in section 22 (b 
the Internal Revenue Code is simply declaratory of this constitutio 
concept 

The exemption, for ready reference reads: 

Sec. 22. (b) Exctiusions From Gross INcome.—The following items 
not be included in gross income and shall be exempt from taxation under 
chapter: * * * 

1) TAX-FREE INTEREST Interest upon (A) the obligations of a State, 
tory, or any political subdivision thereof, or the District of Columbia; 
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This exemption appeared in the first income-tax act, in 1913, and 
as been basic tax law from the beginning. 

The constitutional interpretation which it codifies was expressed by 
he Supreme Court in 1895 as follows: 


it is obvious that taxation on the interest therefr 
irities would operate o1 power to borrow before it is exerci 
nsible influence on t contract, and that the tax 


a s sit 


the power of the States and their instrumentalitic 
nsequentiv repugnant 
157 U.S. 429 (1895 


(nd on rehearing nh the 


Similar immunities were once thought to extend to 
» the power to borrow The present argument ari 
at over recent vears the Supreme Court has struc 
hese immunities, and the Treasury draws the infe! 
Supreme Court vets a rood chance at this one following 

peal of section 22 (b), its head will also roll in the san 

Jut no case has overruled Pollock v. Farmers’ Loan and Trust ¢ 


nd a number of the cases relied upon in T) asul Department argu- 
ents as implying the constitutional vulnerability f municipal 
vonds to Federal taxatior actually quoted or cited the Pollock 


TOOU la \\ 


emplovees 


117 


165-466 
:21: 
protection wl State 
In Llale v. State Board 95, 10 
” of the Poll 
Government bonds, is a clog upon 


in McCulloch v. ! ind (4 Wheat. 


7 (1937)). Mr. Justice 
ock case was that 


irdozo said that 
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In James v. Dravo Contracting Co. (302 U.S. 134 (1938)), whi 
upheld a 3-percent tax imposed by the State of West Virginia upo 
gross receipts received by a contractor for work performed for th 
Federal Government, Mr. Chief Justice Hughes (for Justices Brande 
Stone, Cardozo, and Black) said (at pp. 152-153 
' trine of immunity 

effect 


cde bonds rec 
operate on the power to borrow bef 
k case] an rectly affect the Governme: 
considerations 


| I overnment tO mvVvestors il 
abill to mainta its credit, ' ' ' 


respect to Government 
of a tax whic! t 


no 


are there 


NVOL\ 


oOo Ss 


In New York ex rel Cohn ¥. @& 


SON 


merat 
; 


In // qv Vountain P) wens Corporat 
LO37 he court held that a lessee under an oil 
school lanas as not entitled to m TreUaNIt 
from Federal taxation in 1 
under the leas 


and Polloek « 


and 2s le nse of Stat 
/asa State instrumentality 
espect of income derived from operattol 
overruling earlier cases. But then, citing the Westo 


! 
iSes, thr ceourt said DD. oSb 


State 


other than the Pollock 
sixteenth amendment 


them, but the 
bye recognized 


COVE 


Cot 
tha ) rhe ourt l prot 
Trea 7 epartn ioht 


, 
i (il 


hginent ol 


is to look 
Conseaienn = If 
J tional issue, and if 
HoOrrowinege powe the States now at pends Ol 
wupon con : al lf-restramt and 1 Corpcre I] nm the Constitut 
; +1 ; ] ] 
so much t I re reason tor care in he enactment of lecisiatiol 
That brings us to the 


iv ] econda pot 
Il. kv i Con 


eress could eonstitl itionally 
s. If would not bye ! thre 


i 


tax the interest paid 
TrLtirile I 


national interest to do 
ive standard Anv Federal tax that directly 

asurably impairs the borrowing power of the St 
ibdivisions is bad lt 


ui 
is, or ought to be bad « 
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and it Is surely bad on grounds ol legislative 


ynstitutional grounds; 

olicy, for two reasons It weakens local rovernment by destroving 

s credit, and it ultimately casts upon the Federal Government the 

iden of local public works and public services which local govern- 
f their borrowing power were not thus 


1] 


nts could and would ear 


npaired 
B The burden ola tax on muni ipal interest 


” 
t falis on thi 


with crushing effect 
hbondholde 


xpaver, not the bondholde 

The ‘Treasury looks at interest as income to the | 

lar of income to the creditor is a dollar of expense to the muni 
ses thre revenues to pa those Ypel 


nicipaunty ra 


and the mu 
taxation Or by chara ) | ible Servi 
By hypothe Is th I \ \ thre Cost ot mune 


DLO! 
Ipal mone 
Lhe bond Duve 


if it became taxabl mand of 
terest rate ul him nh ful oO pDav the new 
| | NM I Investment, 
By hypothesis. 


Litlon th I} 
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tyie 
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uv 2 


he is t 


his old ri 
is in compe 
Is passed I I 
4 ! nicipal LUNCS 3 


al I 


purdaen 

described 

vices 
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money 
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produces revenues. Here, the cost of money has a_ tremendo 
leverage effect 

In most of the public works financed by municipal bonds, the ra 
of invested capital to gross revenues is very high. At current costs 
toll bridge, for example, may require $16 of investment to produce 
of gross revenue, a power system $6, a water works $10, a turnpike 
much as $20. By contrast, and to illustrate the point, the finan: 
report of one of the major chain stores for 1948-49 showed that 
took in about $6.50 of gross revenues for each $1 of invested capit 
reversing the kind of ratio indicated above 

As a result, in a business like a chain store, with a high turn-oy 
an increase of | percent in interest rates is not necessarily a gr 


factor in the price it must charge the public; the price of goods so 


by this store would have to be increased only about one-fifth o! 


su 


; 


percent for each | percent increase in the cost of money. | 
municipality which must invest $20 of capital works to produc 
dollar of gross annual revenues, must increase its taxes or its rates 
percent for each 1 percent of increase in the cost of money 

The difficulty in Increasing local taxes and rates, already hits 
particularly in the light of the present heavy Federal income taxes 
obvious. ‘The matter of raising rates for services at a time when wag 
and prices are being frozen tn an effort to hold down inflation, wo 
appear highly questionable 

Simply the promise of | percent more interest to an investor 


cover the tax is not enough. ‘There must be some assurance to tho 
who advance the money that the added interest is within the abil 
of the issuer to pay. In many cases a Federal tex on municipals 


represent the difference between ability and inability to exercis« 
borrowing power at all 

i The policy heretofore established by Congress to protect Fede 
securities from State taxation should apply to the continued protect 
of State securities from Federal taxation 

The Federal Government has been diligent to protect Fed 
securities from State taxation. Thus Revised Statute 3701 
U.s. ( \. sec. 742) declares 


except as otherwise provided by law, all stocks, bonds, Treasury notes, ar 
ligatior the ( ted States shall be exempt from taxation by or und - 
cipal oT cal authority 


This statute does not mention interest, but the omission was 
paired by judicial construction in New Jersey Realty Title Insu 
(lon pany \ Division of Tar Appeals (338 U.S. 665. 675 (1950 

The reasons for this unilateral declaration of exemption have b 
explained by the Supreme Court very candidly. 

In Vissouri Insurance Cc mpany Vv. Gehner. (28] U. S 313 (19 
in holding that United States bonds owned by an insurance comp 
could not be included in calculating a State tax on net worth, the Co 


said p 320 


The power of Congress to borrow monev on the credit of the United S 
would be burdened and might be destroyed by State taxation of the mean 
ploved for that purpose \s the tax-exempt feature tends to increase ar 
reflected in the market prices of such securities, a State tax burden thereon w 


adversely affect the terms upon which money may be borrowed to execut 


purposes of the general government. 


/ 


mul 
ol t 
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In Smith v. Davis (323 U.S. 111, 117 (1944)), the Court spoke of 


¥ the long-established congressional intent to prevent taxes w! ch di 


nish in the slightest degree the market value of the investment attractive 
obligations issued by the United States in an effort to secure necessary credit 
Exactly the Same reasons oucht to apply to continuing the counter- 
art exemption of State securities appearing in section 22 (b) of the 
iternal Revenue Code, which also expresses a ‘lone-established 
ongressional intent,’’ beginning with the very first income-tax law 
At least we can say that it has been judicially determined (as of 
950), that there is nothing essentially wicked in granting a tax im- 
ImIt\ for the express purpose of holding down the cost of money to 

overnment The question simply becomes one of which govern- 
ent 

D. How much money is involved? 

rhe proponents of this tax face a dilemma either it 


be a tax on new issues only, in which event it will raise ve 


ney for many vears because it will cripple the issuance 


mas and cannot therefore qualify as a War tax, O! nn thee alternat 
is to raise money quickly it must be made applicable to outstand- 
ISSUeS, which would occasion the collapse ol thie municipal bond 


arket. 

How much money is involved? At present tax rates, assuming an 
terest rate of 3 percent and that all $23.3 billion of outstanding 
unicipal bonds become taxable the vield has been estim: 


of the order of $240 million per veal This is about eq 
ssumed rise in the burden on the municipalities due to an ine 


> million on $23 


»* 


st of money of 1 percent; that is, $23: 
nding If the tax rate is raised, so, by hypothesis is 
irden which is laid upon the municipalities; for it is the s 
tax that necessitates a higher interest vield, and the 
ital tax and total me! em interest ts thus approximat 
ned 
Chis amount is not large, as Federal finances go, but it is 
terms of municipal finance is a good deal more that 
xpenditures in 1949 of any one of the cities of Chicage 
Philadelphia, Detroit. Los Angeles. or the District of Col 
ore ghan the combined expenditures of the last two 
By contrast, a single Federal project, now pending, woul 
horized, eat up an amount equal to 10 times that figure 
lt happens that today, February 27, 1951, the House Committe: 
Interior and Insular Affairs opens hearings on H. R. 1500. a bill to 
thorize construction of the Central Arizona project, \ similar 
Ss. 79, Sist Cong passed the Senate last year, but was not re 
rted out of committee in the House The Se retary of the Interior 
ported that the lost interest which the Federal taxpavers would 
S vears, to $2.075.000.000 iwo 


ve to bear would amount im 4 ’ 
hon seventy-five million. That is in addition to a capital cost of 
er $700 million Yet it received his favorable report 


} 
] 


The Treasury can save an amount equal to 10 vears’ take from the 
verburdened municipalities under this proposed tax by rendering an 
lverse report on that one bill 

KE. If local borrowing power is impaired, a greater burden will 


] 
iit’ 


ist upon Federal credit to replace it 
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The Federal Government itself is more and more engaged in co! 
struction with Federal funds of the same kinds of public works 
those which local governments finance by bond issues: irrigatio 
systems, power plants, bridges, transmission lines, even aqueducts 
serve local cities. Many of these are built under Federal repayme: 
contracts with local governments which are either interest-free, o 
if interest is collected, the Federal Administrator asserts the authorit 
to divert the interest component to subsidize some other activity und 
his control, so that the Federal Treasury receives no hire for its mon 
and no projyect revenues become available to pay interest upon tl 
Federal debt which the project brought about 

\ prime example is the practice of the Interior Department 
diverting the interest component on commercial power revenues 
irrigation capital. That is to say, under this practice, pow 


retire 
rates which include interest on the investment are collected by t] 
Kederal operatol of the project from the power user on the hy pothe : 
that thi Kederal Grovernment ought to vet hire for the money 
Invests In commercial power, as of course it should But the inter 
money so collected by the Interior Department is not accounted fi 
to the Treasury as interest, but as the retirement of capital. Tl 
Federal taxpayer must thus pay all the interest to the Federal bon 
hold a | 

The proposed public-works projects which are on the shelf, that 
local and Federal projects which have been inventoried by Feder: 
understood to aggregate over S50 billion \ substant 

« built over the next 20 vears. Which pattern 


for the Federal Crovernment to encourage lov 


: | } lit. . ? ’ ' 
assume the financial responsibility tor their norn 


\ 


vestments or, hy Increasing their cost of Money 


2] taxation, to force them to climb on the ba k of 


if the necessary projects are to be built? 
3 
tlie 


} 


' 
Shot rerect thre proposed ta 


end bad iis 


ecord two documents? One entitled 
in Modern America,’ a paper present 
ia Municipal Utilit (ssox 
nt’s Address American = 








REVENUE REVISION 1951 


rrigation deve lopme nt lwentv-two vears ago wher 
of the Hoover Dam 
uulder Canyon project authorized 
thorize the United States t 


1 California 
construction and power plant a 
in 1928, the Congress was m 


o engage in the 


production and marke 
e Secretary of the Interior w: 
ould have entered 


is authorized to construct the wor! 
e t} 


into firm contracts for the sale of 
ie payment of interest : return of the investment in 50 
ates Was not rage [ 


power WI 


re in the generation and sale of power b 
wat niv, : 1 tl DOW tractors, both publie ai 
ransmit ti! 


an 3.000.000 
operated by the Bureau 


as more ti 


lransmission 
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Our membership includes all types of public ownership, municipal, pub 
utility district, cooperative, and United States Government agencies In t 
organization there is every type of legal authority and degree of financial in 
pendence. Management includes both small plants in which the functions 
combined with other municipal service and large systems operating under citi 
boards having a high degree of political independence and freedom of actio: 

These systems include many which maintain their own facilities for generat 
by hydro, steam, and Diesel engines. Some purchase all or a portion of 1 
energy from the United States or from private power companies, some trans! 
over long distances at the highest voltages, and others only distribute pow 

heir svstems Others engage in extensive interconnection end 

ther utilities The standards of distribution design, operatior 

meter reading, billing and collecting, and accounting find individ 
expression in the many publicly owned systems. Truly, there are representé 

organizational experience and individual know-how in our membership 

association seeks to provide a means of interchange of ideas and proven met! 
from this vast laboratory of experience of individually managed public plant 
offering facilities for presentation, discussion, and publicatior 

lhe typical employee of these public plants has entered service with ade 

aft, engineering, accounting and clerical work, to begin his servi 
responsibilits In general, he is a civil-service employee see! 
for higher responsibilities in his organization He believes in 
ion and is dedicated to career service Those who have the res} 
management must see that there is opportunity for continued grow 
plovees for it is they who should and will finally become top mana 
h the vast opportunity for exchange of information and developm« 
meetings and publications of APPA should be of great service to t 
under the many differing opportunities in these public po 
t to coast and from Mexico to Canada. Let each of us strivé 
efficiency and help his neighbors by ever better presentat 
ir meetings and in our magazine Publie Power. 
ws bulletin keeps us informed of daily doing 
her valuable news items that would be difficult 


manager 
REPRESENTS STATI AND REGIONAI UTILITY ASSOCIATI 


meeting in Los Angeles representatives of the State and regi 
public power systems got together and formed a permanent 
| had the pleasure of attending a meeting of this comn 
January 23 at which Mr. Clyde Carpenter was elected chairn 
present representing all but 3 of the 15 regional associations ha 
bership. The frank discussion of several current problems 
better understanding of the conditions in other regions 1 
and constructive 2-day meeting 
the country, it was brought out, there is sharp 
\unicipal plants and REA and cooperatives Chere 
here there were conflicts over rates and contracts w! 
l t to p irchase power from municipalities Ir some cases 
eled after cities had made large investments in generating capa 
vy the more rapid growth of cooperatives. In one case a cooperative « 
went so far as to use paid advertisements to protest the rates and services render 
it bv a municipality 
Other cases cited were lack of interest and understanding by the representat 
of the small independent plants in the Federal public power programs of T\ 
the Bureau of Reclamation, and the Army engineers. Manv believe the U1 
States Government is subsidizing such Federal public power consumers 
Certain it is that APPA through its meetings and through its publicat 
Public Power, should be most effective in bringing about better understandi: 
and improved relations between all public power agencies. This should and 
be accomplished under a friendly atmosphere of cooperative interest in succes: 
public enterprise rather than acrimonious comment and distrust commor 
private utility discussions of public power 
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benefit in future designs as a result of this experience. 
rvice he must maintain amicable relations with the press, 
emp! vees, Al d the p iblie he serves Yes, 
with th n like service in other 


these 
se 1 
ies of 


expert 
communities throug! 


APPA and its magazine Public Power 
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could have been 


developed had irrigation not been one of the purposes 
project 


of 
Many irrigation projects have been proposed under acts which provide tl 
power shall make the maximum contribution to irrigation” 
ceiling on the rates to be charged The 1944 Flood Control 
pow r de ve loped on flood-control projects be disposed of 
encourage the 


with absolutely 
Act prescribes t! 
in such manner as 
most widespread use thereof at the lowest possible rates consist: 
with sound business principles.’’ There are inconsistencies in present laws affe 
ing the development of power on Federal projects. The practice of the Bure 
of Reclamation in transferring much of the irrigation costs to the power user is 
complete variance with all principles of rate making. The language quoted ab 
from our Federal power-policy statement seeks to limit the contribution fr 
power rates for the support of irrigation to a reasonable ceiling of cost not n 
than power users would pay if there were no irrigation features to the project. 

The policy further urges recognition of State and local interest in the utilizat 
and control of water. It asks that all reports be submitted to every affect 
State for comment, criticism, or recommendation prior to authorization of 
struction work on any project, after the manner now provided i 


n the 1944 | 
Control Act 


You may properly ask why the power user it 


equity pay any of the 
irrigation and from his point of view alone he should not. Obviously 
APPA policy statement is a compromise. It is justified by the fact that 
inclusion of irrigation in a multiple-purpose project results in 
: allocated to irrigation, interest free, thus 
To the extent that power i 


oO irrigation, 1 can 


¢ 
ol 


a portion of 
lessening the cap 
relieved of paving interest by 
make payments to relieve the 
the power rates above what tl 
fF the project 
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debate on western re 
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thin 50 vears Finally, there is practically no opposition at all to allocations 


1 projects for flood control and fish and wildlife which are completely nonreim- 
irsable—all funds paid out by the United States never being returned to the 

asury. Of course, the reason for this paradox in the viewpoint and behavior 
f the United States taxpayer is apparent to those of us engaged in public power 
lare say it is not so easily understood by others misled by publicity and } 


yropa- 
la of the utility companies Certainly 


there is need for better « lucation of 
public on these important fiscal matters that affect the 


pocketbook of al 
pavers 


PRESIDENTS WATER RESOURCES POLICY COMMISSION 


1 great importance to the future development of water power by the United 
ites was the action of President Truman in creating the President’s Water 
yurces Policy Commissior Chis was done by Executive order on January 


50 
Named to this Commission ar 
Morris L. Cooke, engineer, St. Georges Road, Mount Airv P 
Philadelphia, Pa., chairman 
Gilbert White, president, Haverford College. geographer, vice chairmal 
Paul S. Burgess, dean, College of Agriculture, University of Ari na, 
Tueson, Ariz., biochemist 


Ls wis W Jone Ss, presi lent ly iversityv of Arkansas. economist 


Samuel B. Morris, manager, Department of Water and Power, 207 8 
Broadway, Los Angeles, Calif., engineer and 


1 utlliitv execut ( 





Leland D. Olds, New York, former member of the Féderal Power ( 
mission 
R. R. Renne, president, Montana State ¢ ege, land ec 
\lajor instructions are 
rhe President’s Water Resources Policy Commission s} ull stud ind i 
mmendations to the President with r spect to, Federal resy v fora 
ticipationin the development, utilization, and conservation of water res 
iding related land uses and other public purposes to the extent it é ir 
concerned with water resources Phe Commissi ill g 
particular to (a) the exte ind character of Federal Government part 
major water-res progral ( in appraisa [ the priority f 
resources programs fr indpoint of econon and al me 
i and standards for t i he feasibility i wa r-! p 
lesirabl iC¢gZIsia I ing eXist f eg 1 
pine l izZati i ervation Of water resource 
uring e past vear Pr ! has vetoed or r ta ap 
r of water proj s | LUS¢ ew and inconsistent exts f be 
which add new 1 : features s s recrea . , 
‘ y prov ! tyluc transpe rtation i i ie! 
i bligations, prote pul healt! he extens repa 
if rriga f ese] 0) to 60. 70. 80 vears a 
e Py 1, = lette | § 1950, to Chairman Morris L. ¢ 
par 
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. » - , I Wa eT res 1 I Vey = 1 t to ‘ et i i 1 T 
( ‘ I Nat I 
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a personal matter, I should like to add that I have alwavs felt that 
age and self-reliance of this relatively small group of Los Angeles citizet 
received adeq late recognition The bold concept of the project self 
’ he community in undertaking the comparatively enormous 
involved is, I think, an example of the finest tradition of the pioneering spit 
the West 
Another situation obviously erving out for municipal operation 
vately owned utility either renders an inadequate service 
hese unreasonable rates which so often led to m inicipal ownel! 
familiar to vou all. The most violent and extreme, as well a 
amples of the operating practices resulting in these exorbitant 
from the era of the “holding company.”” Since many mu 
nout America owe their existence to the abuses pe rpetrate 
’ I think that every executive of a municipal utility st 
f this shabby, t ‘ ameful, period in the } 
n 


moved 


at the drawit g board before the operating property 
pany, with no volition of its own, and cor 
ired to pav tribute | 
Normally we! 
and 


+} ‘ mpoan 
‘ | npany 


from 10 to 50 percent of th 
Ties When we consid r that the 
j he mer cheins ranged fr 
these engineering fees are ob 
‘xception the engineering 
( holding comps 
operating utilit 


tered 


iclior Corl 


Y company 


manadc 
would eall for the payment 
ross receipts of the operating utility 


ik 
anagement 


as I know. the person emploved to render 


rate. The vice of the transaction lav in the simp 


lering the services bore reasonable relation what« 


charge the operatil 
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If the people of that same city choose to issue bonds to raise the same $8,000,000 
to perform the same service for themselves under municipal ownership, they 
could, in all but the most exceptional cases, obtain the capital for 2 percent. 
What effect would this change in cost of money have on rates? 

The city could meet all expenses incurred by the private company, including 
the same salaries to the « \ , the same taxes, and all other operating 
<penses make the in provi I for depreciation and vet cut the rates 
$320,000 annually Bes at this is a matter of proportion and t 

s saving of $320,000 from rates which originally aggregat 
&? 000,000, a | indeed 


hat 


ed 


cost of monev is due 
exempt from Federal incom«s 
d influence the cost of 


I I 
make a full allowance 
of 82600,000 


Ine Magic 
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to divide up the territory, each having a monopoly in | 


lft li 
at the effect of the constitutional amendment was mer 
existing utilities by restricting the supervisory powers of the 

d other legislative bodies 


‘onstitutional amendment was offered returning author 


legislative bodies and decreeing that cities might furnish 


ALLOW i compantes 
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Ery. Most of the projects that rerres ! tally 
ced by the Federal Government but by ile of municipal 
Is directly There are some of them which were perhaps aided 
the United States but at is aside from the question on which | 
expressing Mmvst lf 
\Ir. Curtis. Thev ares ibdivisions of the tat 
\Ir. Enry. Yes 
\Ir. Curtis I inserted in the record vesterdayv a telegram from 

Harding. of the Omaha Public Power District, and also M) 
hact the reneral Manage! of the Cons Wners Publi Powel Dist) et 
\lr. Evy. Lam verv glad to hear that, Mr. Curt 
The CuHarrmMan. Mr. Reed? 

Mr. Reep. I just want to say vou have made a ver) 

itement to the committee 

Mir. Evry. Thank vou, Mr. Reed. 

The CHarrmMan. If there are no further questions, we thank vou, 

Elv, for vour appearance and the information given the committee, 
Mr. Evy. Thank you, Mr. Chairman 
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The Crartrman. Without objection, the committee will recess 
until 2 o'clock. 
(Whereupon, at 12:20 p. m., a recess was taken until 2 p. m. this 
same day.) 
AFTERNOON SESSION 


The Cuarrman. The committee will please be in order. 

William B. Collier, city manager, Corpus Christi, Tex. 
Collier? {No response.] 

Joseph F. Clark, executive director, Municipal Finance Officers 
Association. Mr. Clark? 

Please give your name and address to the stenographer for t 
benefit of the record, and the capacity in which you appear. 


STATEMENT OF JOSEPH F. CLARK, EXECUTIVE DIRECTOR, 
MUNICIPAL FINANCE OFFICERS ASSOCIATION OF THE UNITED 
STATES AND CANADA, CHICAGO, ILL. 


Mr. Crark. My name is Joseph F. Clark. I am executive director 
of the Municipal Finance Officers Association of the United States 
and Canada. My address is 1313 East Sixtieth Street, Chicago. 

Mr. Chairman and members of the committee, my appearance 
before your committee in the present matter is in behalf of th 


me 
pal 
pul 
] 


in 


Municipal Finance Officers, of which I serve as executive director del 
In testimony in earlier vears as presented in behalf of this association Wa 
on February 10, 1939, by the then special committee of the United ‘ 


States Senate, Seventy-sixth Congress, first session, on the taxation 
of governmental securities and salaries, and later on March 27, 1942 
before the then Ways and Means Committee of the United States cot 
House of Representatives, an appearance was likewise made in behalf wane 
of this association. The view and concepts expressed by the then tict 
executive director on those two occasions are, as far as we are con- the 
cerned, as valid today as when uttered previously. Those expressions ae 
shall not be reiterated here except indirectly. per 

The Municipal Finance Officers Association is a nonprofit and non- ipal 
political professional, technical, and research group having 2,4' fre 
members, of which 1,756 are members representing 1,004 munici- J y.y 
palities, 68 counties, and 34 States in the United States. The remau “e 
ing 645 members are representatives of municipalities and Provine the 
in foreign countries or in Territories of the United States. T the 
member cities in this association represent 90 percent of the Uni \ 
States municipalities with a population of 50,000 or over, and 7! ad 
percent of the municipalities with a population of 25,000 and o\ coms 

The membership of the association which I represent has ne\ Dur 
repudiated the original position it has taken in opposition to an) but 
proposal to tax the income from municipal and State obligations whi 
On the other hand, it traditionally and consistently has and does now facil 
oppose any such proposal which would void the Federal tax immunits aes 
on State and municipal obligations. Within the time at our disposa sma 
since the announcement of the instant hearings, we have made alm. 
study of some of the aspects of the issuance of municipal obligatior tare 
as pertaining to the present time, as shown in tables A and B, whic! men 
are attached to this report, but which I shall not put in the record rate: 
verbally here. 1 shall ask to have it filed. tion: 


cap 
pla 
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In order to determine, on a conservative basis, the probable increase 
in interest rates to municipalities if exemption from Federal taxes were 
removed, a coniplete analysis was made of the bond record during 1950, 
and a less extensive study was made of the bond market for the past 
10 years. ‘Table A represents 3,179 issues out of 5,864 issues with 
average maturity of over 10 years that were sold by municipalities 
during calendar 1950. There were 2,685 issues which had either a 
shorter average life than 10 vears or insufficient data were supplied. 
Table B represents a trend study for a 10-year period, (n increase 
in rates of the amount indicated in these tables would make capital- 
improvement programs impossible for many municipalities, particu- 
larly for cities and schools. These particular jurisdictions have been 
extremely hard pressed, revenuewise, to obtain sufficient revenues to 
finance current operating programs. Construction has been limited 
for the most part to a minimum of that obsolutely necessary. In 
several States, notably New York, Pennsylvania, Florida, and Mis- 
sissippi, cities have had to seek authority to utilize nonproperty taxes 
to supplement income received from the traditional local tax, which 
is the property tax. But, even with improved and prudent manage- 
ment, they have not been able to expand services as needed, and, 
particularly, they have not been able to meet minimum programs for 
public improvements. 

Few if any municipalities have been able to overcome the dearth 
in improvements that has existed since the 1920’s. The depression 
delayed construction, and further postponement was caused by World 
War II. 

(nother study made by this association is of interest in regard to 
capital improvements. <A survey, on a sample basis, was made of the 
plans of municipalities with reference to bond sales for 1951, to dis- 
cover capital-improvement plans to be financed by bond issues. The 
results of this survey are incorporated in table C. It should be par- 
ticularly noted that this survey discloses that only 1.8 percent of 
the proposed bond sales were for recreational facilities Over 358 per- 
cent were for essential utilities; 13.5 percent were for schools, and 10.9 
percent were for streets and roads. Most frequently proposed munic- 
ipal construction, other than for these categories, were tor hospitals, 
fire and police stations, and incinerators. Very few even proposed 
new city halls, although, admittedly, many of them are antiquated. 
It should be noted that the facilities proposed are those essential for 
the health and safety of the public, and that many are essential for 
the defense effort. 

While it has not always been true, today the small city—those 
under 25,000 population—are able to sell their bonds at a rate that 
compares quite favorably with that received by the larger city. 
1) ring the last 20 vears the interest cost to the small cits has declined, 
but there is evidence that the average size of bonds issued is larger, 
which is primarily due to increased cost of constructing municipal 
facilities. Consequently, total debt service costs of the smaller city 
have not declined as much as the cost of borrowing money. The 
small city’s problem is further complicated because 1t must depend 
almost exclusively upon the property tax. If municipal bonds were 
taxed, it would have serious consequences on these cities, because 
many would find it impossible to increase already high property-tax 
rates either because of constitutional and statutory tax-rate limita- 
tions or because the rate now levied is as high as the community can 
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support. A natural result would be abandonment of almost 
major capital improvements, many of which are urgently needed 
assure the welfare, health, and safety of the community. Sor 
comparative statistics compiled in this study made by the Municip 
Finance Officers Association are incorporated in table D. 

Municipal obligations, now tax-exempt, find a ready market | 
cause local governments appear to have generally managed thy 
affairs rather well, all things considered, and because, too, they a 
circumscribed in their ability to issue municipal debt. This giv 
some safeguard to the investing public against extravagance a1 
prov ides a healthy respect on the part of the investor for the valu 
local government obligations. 

The Federal Government, in shaping its tax- and defense-expendit) 
program, should have due regard also for the problems of State ar 
local governments in their extraordinary requirements, especially 
the face of spiraling inflation and higher costs, both capital ar 
operating. Municipal governments are called upon to coopera 
with the Federal Government; and, of course, it goes without savir 
that they shall, but the Federal Government should try through 
policies and programs to reduce the difficulties created for low 
vovernments instead of seeking to upset a financial pattern whi 
local officials believe to be sound but which we think will becon 
unsound if the Treasury should in any measure be successful in 
recurrent efforts to impose taxation on local debt obligations. 

The municipal-obligation portfolio holdings of our insurance cor 
panies, our banks, and the retirement funds of State and local gove: 
ments may be in jeopardy marketwise if municipal obligations 
taxed so as to inspire a decline in prices After all, the people of t] 
country are the ones that possess the stake in such institutions a: 
who will be financially injured if a decline is engendered by the pl 
ent proposal. Our opposition to the proposal may be summarized 
a few observations: 

1. Inflation is becoming accelerated and is causing rising bud 
costs for operation, maintenance, and capital acquisitions for mut 
palities, school and other districts. Any increase in annual costs 
debt service will increase the financial burden of local taxpavers 
home owners 

2. Federal taxation of municipal obligations will breach the p 
ciple of local government autonomy, thereby providing a theory t] 
the Federal Government has gained a right to tax the revenu 
municipal utilities and other enterprises and perhaps other reven 
as well Local public officials are uneasy about this aspect of 
proposal. It spells centralization, and that is undesirable. 

;. Who seems to be concerned about what may happen to th 
sands of small municipalities, school and other districts, in a margi 
credit position, when it becomes difficult for them to market t! 
debt obligations at higher interest cost that many cannot assum: 

t. Acquisition of facilities for civil defense wili quite likely req 
new and extraordinary local financing. No barrier should be ere 
that will impair their ability to borrow money to secure esser 
facilities. 

5. The consensus of opinion of finance officers, economists, and be 
underwriters is that removal of the tax immunity on municipal o 
vations W ill increase the rate of debt-service costs by as mu¢ bh as ' 
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The CHarrMan. We thank vou for vour appearance and the infor- 
mation given the committee, Mer Clark 

Mr. Crarkx. Mr. Chairman, if it please the committee, I have a 
etter that we received in Chicago from the city of Minneapolis with 
regard to this subject, and with the permission of the committee | 
vould simply like to place it in the record 

The CHarrMan. Without objection. Thank vou very much. 

The letter referred to follows 


The CHAIRM Ted Little, chief ¢ ISti the at I \ creneral, 
of Wash net 

Mir. Hommes ! n take pleasure mM ntroducing to the 

Wavs and Means om mittee a ad inguished son of the State of 


Washington who wishes to make a statement before this committe 
on the s ibject Or ty 1] rile pal bonds, not only in bye half of Mr. 
v, the attorney general of the State of Washington, but who 
perrecthy npab lf making a statement in his own right. 
is executive assistant to Mr. Smith Troy, the attorney 
neral of the State 


The (CHAIRMAN Please : \ 1 hame and address 


STATEMENT OF TED LITTLE, CHIEF ASSISTANT ATTORNEY 
GENERAL, TEMPLE OF JUSTICE, OLYMPIA, WASH. 


Mr. Lirrie. Ted Litth 
f Justice, Olympia, Wash 
Mr Chairman and members of the committee, | want to express 


1] ) 


ch ef assistant attorney a neral, Temple 


appreciation for the very generous introduction by Congressman 
Holmes, and may I divert from the record just long enough to make 
in observation and state | would like to confess to this committee 
that | was presumptuo IS ¢ nouch to try to deprive this committee of 
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the very general association and the wisdom perhaps and good cou 
of this committee of having Congressman Holmes as your associ: 
in the last congressional election. However, I think I can say that 
each and every one of your elections was characterized by as 
battle sears as was ours, the great American game of politics would 
a great pleasure and a splendid experience 
This statement is being made on behalf of Attorney General Sn 
Troy, of the State of Washington, who has authorized me to sub: 
on behalf of the State the following statement which emphas 
briefly our objections to the impending Federal proposal to tax 
interest on the bonds and securities issued by the State and its polit 
SUD€ALVISLONS 
I might state for the benefit of the committee that Attorney Ger 
Troy has for many vears been a member of the conference comm 
of the Conference on State Defense, which is so brilliantly sp: 
headed by Mr. Austin Tobin, who testified here vesterday mort 
first witness In addition, Mr. Trov has been a member of 
mn commission of the National \ssociation of \ttornes s Gens 
ves very careful consideration to the legality of tax propos 
States, and he shares the conviction which was express 
ttee by the president of that association that 


sed would be declared inconstitutional unless landm: 


were overruled, though mv remarks will not be directe: 


the | cal aspects of the proposed: tax Measure 


State ol Washington is on l , ! tions of oun COUN 


} is only be inning i¢ we can DOtual ll 
L¢ and Ou! loca overnments must spend liter: 
of dollars u he Tutu We must look forw 
nmotunts | Ltt! igvat on nt hoth st 
ativelh timated at upward of one 
next 10 veatr a crowing Commonwe 
Wav to go belo! \ will have achieved evi 
of the many great iral resources of ow 
nuously to the discriminatory element of a pro 
] 


nition ; ‘ th time and ¢1 


~ 


shor rf public mp 
net 

| ections of the country haw na benefit of exemp 
from Federal taxation in reaching their stage of development 
the , We sho ild not now be disel minated against and 
to bear a heavier tax burden in carrying out that deve lopme nt 


’ 


thev were forced to bear 

Let me illustrate by the Columbia Basin project \ new em 
which is larger in area than some of our states, vet how very spal 
settled. is being carved out within the State of Washington in 
congressional district represented by your distinguished colle: 
on this committee, Mr. Hal Holmes 

The tremendous power and reclamation developments embra 
in this project are being carried forward by both the Federal 
State Governments as a vital keystone in our national defense 
security. The largest atomic plant in the world is located her 
is dependent upon this region’s hydroelectric power generat: 
Grand Coulee and other power sites 
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They are making great progress out there as far as the developm: 
of the State of Washington is concerned, both in farming and 
power development. <A good bit of United States Government mor 
has gone into that. 

Mr. Lirrie. That is right, sir. 

Mr. Esernartrer. A tremendous amount. 

Mr. Livrite. We are having to match it with our State money. 

Mr. Esernarter. That is one reason why we find it necessary 
raise taxes, and that is another reason why we cannot cut down on t! 
domestic spending, is it not? 

Mr. Lirrie. That is correct, sir. 

Mr. Epernarrer. How many thousands of additional acres 

Mr. Lirrie. Eighty-seven thousand acres will be under water 
1952. ‘That is the first block of land. 

Mr. Esnernarrer. For irrigation and agricultural purposes? 

Mr. Lirrie. Yes. 

Mr. Eseruarrer. That will increase the yield of agricultural pro 
ucts tremendously in this country. 

Mr. Lirrie. That is right, sir. 

Ir. Enernarrer. Then that will force us perhaps in some respects 
to pay out more money for price supports, will it not, thus forcing us to 
raise more taxes? Is that right? 

Mr. Lirrie. We will face that problem when it comes, sir. 

Mr. Eseruarrer. We are faced with it right now. So we are sort 
of in a circle, are we not? 

Mr. Lirrie. We appreciate that position, certainly. 

Mir. Enernarrer. | don’t know what the answer is going to b 
We certainly want to improve all sections of the country, but it 
costing money, and the people have to pay for it. We Pennsylva- 
nians help to pay tor that irrigation and that power development al 
We are kind of generous about it and good-hearted 


everything else. 
and do not complain about it too much. 
Mr. Lirrie. It isa fine place. We invite you to come out and lit 


with us 
The CuatrMan. We thank you, Mr. Little, for vour appeara: 
and the information you have given the committee. 
Mr. Lirrte. Thank you. 
The following was submitted for the record: 
UNITED SIATES SENATE, 


Feb wry 28, 19 


s and Means, 


House of Representati: 


:HTON: Attached is a telegram received by Mr. Alfre 
ouncilman from Seattle You will note the communicatio1 
r. Rochester, care of my office. 

ived by Mr. Rochester too late to arrange for a pers 
ir committee. 
attorney ge neral of Washi: 


1 Little, chief assistant 
with reference t 


views generally prevailing in our State 
f municipal and State bonds. 
to insert this telegrara in the record immediately fol! 


st. regards. 


"ARREN G. MAGNUSON, 
l'nited States Senate 
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ArFRED R. RocHestTer, 
Care of Hon. Warren G. Magnuson, 
l'nited States Senate Office B lina, 
ns, Decem 
S, vy light, December 31, 1950, $67,841,000 
ssued March 1, 1951, $25,850,000 
Hoffman says tl t al } 


ber 31, 1950, $21.524.000. 


to remil 


i ra 


1950. S1S883.000 


Presently authorized $3,050,000 
£9 OOO_OOO soor 


ry 


The CHarRMaANn. Hall Hammond, attorney 
Marvland. Mr. Hammond, will you give \ 
the stenographer for the record? 


STATEMENT OF HALL HAMMOND, ATTORNEY GENERAL, STATE 
OF MARYLAND 


Mr. Hammonp. Mr. Chairman and gent! 
My name is Hall Hammond. I am attorney ¢ 
Maryland. I appear as attorney general and 
and as the representative of Governor MekKeldu 
With the permission of the committee I should 
record a letter from Governor MeKeldin to mi 
The CHarrMan. Without objection, vou mav do so 
Mr. Hammonp. Dated February 23, 1951, the letter 
DeaR Mr. Hammonp: I a 
sai to tax State and 


of the serious effec 


st 


» Wavs an 


the 


THeo. R. McKetpin, Governor. 


I may say also that there has been introduced in the Legislature of 
the State of Mary land a joint senate resolution opposing this proposal, 
the passage of which is expected during the present week. If and 
when it Is passed, it will be sent to each member of the committee. 

\s | Say, Il am here to voice Mary land’s protest and objections to the 
proposal of the Secretary of the Treasury that the income from bonds 

States and their subdivisions be subjected to Federal income tax 
| shall not deal with the legal question as to whether or not the Federal 
Government has the constitutional power to impose su ha tax, al- 
though I am of the clear opinion that it has not. If the Congress 
should impose the tax, its constitutionality will be bitterly fought 
out in the courts. Many able and stable constitutional law) ‘rs of the 
past and present are firm and united in their conviction that the ¢ ‘on- 
stitution bars such a tax. Yet in the final analysis, viven a chance by 
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the Congress, no more than five men, sitting not far from here, can 
conclusively say that I and the many distinguished publicists who 
have so spoken since the founding of the Republic are complete! 
wrong. lL submit they should not be given the chance in the absenc 
of the gravest and most imperative necessity. 

Since this Nation came into being it has literally been taken for 
granted that the Federal Government lacked the constitutional power 
to tax the fiscal obligations of the sovereign States. The historical! 
relationship between the Central Government and the States has beer 
based and built upon this fundamental premise. Only the most 
drastic and compelling considerations should invite the possibility of 
change in this relationship. If such change is to come, it should comy 
only after the people have so decided by amending the Constitution, 
It is earnestly urged, however, that there is no grave, imperativ: 
drastic, or compelling necessity for such a basic change. 

The reasons suggested by the advocates of taxation of State and 
local bonds are essentially but two |) That the nonliability of th 
bonds of local government to Federal taxes is a loophole in the socially 
progressive Federal tax structure in that the nonliability to tax pre 
vents the equitable distribution of the national tax burden by making 
it possible for the wealthy to avoid their just share of the universal 
contribution to government. 2) That the revenues which would 
accrue to the Central Government by virtue of the taxation of local! 
bonds is needed in this present period of financial emergency 

The fallacy of both these arguments is demonstrable, and those who 
have preceded me have shown from the Treasury's own statistic 
that some 60 percent of all State and municipal bonds are held b 
institutional investors, charitable institutions, pension systems an 
other entities not subject to the progressive income tax, rather tha 
bv individuals 

''The 1939 hearings on the taxation of governmental securities an 
salaries indicated that the then average investment of large estat: 
was about 11 percent of tax-exempt bonds. So apparently 
exempts have not been too largely used for tax avoidance by the ver 


wealthy 
The second contention, the increase in ta revenues to the Fed 


Government, is admitted by the Government itself to be a weak r 


and the figures sustain this admission It is estimated that tl 
amount of new municipals issued each vear would be $1 million p 
valu At an average return of 2) percent, this would mean 
annual income of some $25 million, some $10 million of which mig! 
be subject to tax, and if all of that income became tax revenue to tl 
Federal Government it would suffice to run the Government for a vi 
short period of time—some 2 hours. 

The weakness of the affirmative arguments for the tax suggest 
assuming its constitutionality for the purpose of the argument, 
evitably brings to the fore the suspicion that the present emerge! 
is being used as a pretext and opportunity to weaken the finan: 
independence and integrity of local governments and insure 
decline and eventual death of the Federal system of dual sovereign! 
Whether or not this is its purpose, it surely would be its result. 

The effect of the taxation of local bonds would be plain. T 
financial independence and ability to function of any government 


based on its ability to raise revenues, whether by taxation or | 
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borrowing, and any interference by an outside agency having contro 
of this power makes the one who has such control the ultimate ruler 
of the destiny of the local government 

The immediate effect of the tax would be to greatly increase the cost 
to local governments It has been said again and again that inter 
rates would rise from one to one and a half percent, and such ts the 
information which I have been able to secure from those who I felt 
had the best knowlede of the subject. This extra cost would come 
at a time when building and other costs make projects of government 
cost two or three times as much as they did but a few years ag 
Thus you would have, at a time of inflated costs, the pyramided effect 
of the extra cost of financing at such a time. 

This of course would mean extra local taxes, ad valorem Ol othe 
wise, for the support of the bonds which would be sold at these in- 
creased interest returns. Many counties and cities—in Maryland 
and other places—are near their practical or legal debt limit and ar 
in dire necessity of ISSULNLY bonds for much needed services, This 
extra tax might keep many projects from going into effect. Also 
affected of course woul the revenue bond financing, such as that 
for bridges, roads, Lune ls, sewer and water district, and other self- 
liquidating projects which utilize the community as an agency or polit 
cally created subdiv ision OL government. In Marvland lol example, 
there is urgent need at the present time, the health department esti- 


mates, for sewerage and water for many localities which cannot afford 


to give it to the pe selling of municipal bond 


tell Us that this co ild | bore \ | ( ecrention ol sows 


districts and the sale o venue bond If the bonds which 
by subject to tax 1 tive | . vere made subi 
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the State and 
The long-rang' effect of uch taxation as this 
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irve that i I Litter sides ( t} one ha 
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ul is, hic ( lo not sustain, and 
ir as l Sf Cert d We hope the proposal w 
The ¢ \N. We thank you very much 

Mr. Cur \ir. Chairman, this next witness is one of our dis- 
tinguished lawyers of Omaha, Nebr., a member of the Douglas County 
Board of Commissioners, and president of the Nebraska Association 
of County Officials, and he speaks for the National Association of 


7 
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County Officers of which he is a prominent and active member. I 
think Mr. Hruska is one of the outstanding public officials of our 
State. He comes to us well qualified to express an opinion on this 
legislation. 

The CHarrmMan. Will you please give your name and address and 
the capacity in which you appear to the stenographer? 


STATEMENT OF ROMAN L. HRUSKA, CHAIRMAN, COUNTY COM- 
MISSIONERS, DOUGLAS COUNTY, NEBR., OMAHA, NEBR., REP- 
RESENTING NATIONAL ASSOCIATION OF COUNTY OFFICIALS 


Mr. Hruska. Thank you, Mr. Chairman. Although I don’t de- 
serve seven-eighths of what the introduction contained, I love it and 
I am glad he said it. 

My name is Roman Hruska, as already indicated. For the last 6 
years I have been chairman of the county commissioners in Douglas 
County, Nebr., which is the metropolitan county of that State. Lam 
currently president of the Nebraska Association of County Officials 
as “reer ll soar Curtis has indicated, and also am now a member of 
the board of directors of our National Association of County Officials. 

The other aspects of this problem having been amply and ably 
covered by other witnesses, | propose to devote my time in presenting 
briefly the practical consequences of the proposal of the Treasury 
Department upon the counties of America. There are 3,050 counties 
in the United States, the combined territory of which covers every 
square mile of the 48 States. Historically and mmmediately they are 
the ageney bv and through which the State governments are able 
to administer State government. While there are many other political 
subdivisions undertaking specialized and limited fields of endeavor, it 
is the county which furnishes the basic, over-all coverage for State 
governmental functions. Their importance and the difficulty of their 
activities are emphasized by at least these two factors: (1) Whenever 
new functions of government arise which are not capable of other 
classification or which no other political subdivision wants, they are 
assigned to counties. (2) Increased demands for services are made 
because of shifts of population from urban areas to suburban areas 
these latter areas being outside of incorporated villages or cities but 
being within territory necessarily served by the counties for so many 
of their needs. This population shift is unmistakably demonstrated 
in the 1950 census returns. So that there are new and heavy added 
burdens heaped upon county responsibility in the way of schools, 
paving, sewerage disposal, water, fire and police protection and many 
other services and utilities. 

Now then, the counties would be particularly hit by the Treasury 
Department proposal because of all the political subdivisions they 
are the most heavily and exclusively dependent upon property taxes 
for their revenues. So that if there is any weight at all to the argument 
that the proposal makes of the income tax a property tax in its result, 
it certainly falls with its fullest force upon the county and upon the 
taxpayers within its borders. The regressive nature of the property 
tax, its already heavy burden upon real estate and other of its vicious 
aspects have already been commented upon fully. But again, let me 
remind you that these vicious factors will be particularly felt on 
county levels. This is true for the added reason that in many of our 


REVENUE REVISION OF 1951 1135 


States there are statutory and frequently constitutional limitations 
upon the property levy which counties may make. 

Thus we find the counties faced with the necessity of paying more 
for their debt servicing on the one hand and on the other with a 
limited revenue area upon which to draw for that purpose. 

Some discussion has been had in these committee hearings with 
reference to marketability of State and municipal bonds being heavily 
affected by their present tax-exempt feature. Counties of all political 
subdivisions especially need that tax-exempt feature to make their 
bonds attractive to investors, since counties are not as well known as 
cities, States, large authorities and even school districts of larger 
areas. The examples of difficulty in marketing State and municipal 
bonds advantageously, already referred LO, would apply even more 
forcefully therefore to counties issuing such bonds. 

From the standpoint of the county in America we are especially 
concerned with the real and urgent needs whieh we are be We called 
upon to satisfy particularly in suburban areas. These needs will be 
even greater and more difficult to service as time goes on without the 
additional handicap of the vicious proposal which we are discussing 
We as counties are as anxious to preserve the eflectiveness of our local 
vovernment structure as every other type of local political subdivision 
We are as anxious as they are to repel further intrusion upon local 
eovernment by measures which would make it necessary for us to 
come within the further domination of centralized government 

In the hearing vest rdav, it was suggest: d that, after all, the States 
came before the Federal Government and therefore everv consideration 
should be given to preservation of their natural sphere of activity 
lt can be considered further that the counties historically and chrono- 
logically eame before the States, and naturally so, since the building 
of America has been from the ground or lower units of government 
to 1ts present state. It is our earnest conviction that the time has 


not vet come for the discarding of the tough and resourceful fabric 


of our over-all government furnished by the counties as well as other 
local government and have substituted for that a centralized and 
controlled management on an absentee landlord basis. 

From the doors of the county courthouses of America this proposal 
to tax local bonds does not look like a fiscal measure in any sense of 
the word. It has the stark appearance of a step of serious political 
implication—one which will have a far-reaching effect in the future 
of this Nation and one which is predicated on the subduing and the 
eventual elimination of that quality in American people which has 
heretofore enabled them to directly do much of their voverning 
for and by themselves. 

It is for these reasons that we urge that the committee turn down 
this proposal of the Treasury Department 

Mr. Curtis. Mr. Chairman, | would like to ask Mr. Hruska a 
question, 

Is it vou opinion that to lessen the power of local rovernment to 
issue then own bonds and market them would mcrease the demand 
on the Federal Government for expenditures, grants, and otherwise? 

Mr. Hrt SKA. Yes t will have that direct effeet in my Opinion, 

Mr. Currts. I think there is some doubt as to constitutionality, 
and I think it has some very dangerous political implications, as vou 
point out Jut aside from that, ts it your opinion that the enactment 
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of this proposal would really help the financial situation of the Federal! 
Government in the long run? 

Mir. Hruska. | think the showings made here before indicate tha 
they don’t. [fit is going to be limited to future issues the return for 
long time will be verv meager 

Mr. Curtis. But it will also increase the pressure for furthe 
Government expenditure 

Mr. Hruska. That is correct. From that standpoint the addi 
tional demands for grants in aid would much more than balance off in 
due time whatever proceeds are collected from the tax. 

The Cuarrman. We thank you for your appearance and the infor 
mation you have given the committee. 

Mir. Hruska. You are welcome, sir. 

The Cuatrman. Mr. M. J. Dowd, engineer, Imperial irrigation dis 
triet, El Centro, Calif. Give your name and address to the stenog 
rapher and the capacity in which you appear. 

Mr. Norraeurr Exy (general counsel, American Public Powe: 
(Association). Lam Mr. Ely, Mr. Chairman. Mr. Dowd has asked m 
to appear in his place for the Imperial irrigation district. He has 
been detained in the proceedings of another committee. | will not 
take vour time further. I stated my views fully this morning. You 
were very generous of your time when | appeared on behalf of th: 
American Public Power Association. Mr. Dowd simply wished to 
say that the Imperial irrigation district concurs in the statement | 
presented to vou this morning on behalf of the American Publi 
Power (Association 

Nir \IILus Would he lik » to extend his remarks of this morning? 

The Cuarrman. They may be inserted in the record if he does. 

Mr. Evy. L appreciate that, if it may be done 

May I also sav, Mr. Chairman, that this noon Mr. Bert Levit 
chief di putyv attorney general of California, indicated that the attorn 
general of California, Mr. Edmund Brown, might wish to file a stat: 
ment later. May | ask permission that that be included in you 


1AN. Without objection that mav be done 


Phank VOU, SII 


} , vi 
ment referred to 1s as follows 
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The CHATRMAN. Samuel Johnson, president, 
Municipalities 

Is Mr. Johnson here? 

No response 

Mir. Byrnes. Mr. Chairman, I would like to ask unanimous 
consent to insert at the end of today s proceedings a statement by the 
Honorable Norris Cotton, Member of Congress from New Hampshire, 
with a brief from the Attorney General. 

The CHatrMan. Without objection, that may be done. 

Alexander K. Hancor k director of finance, Montgomery > 


Mad 


STATEMENT OF ALEXANDER K. HANCOCK, DIRECTOR OF 
FINANCE, MONTGOMERY COUNTY, MD. 


Mir. Hancock. My name is Alexander K. Hancock 
Court House, Rockville, Md. I am authorized to 
county council, which ; the governing body ol \lontzgome! 
Mal 

What the speaker ot the one just ahead b il the 
had to sav in reneral vould like to point out 


' ; 


yentlemen to show he effect that this proposed 
Ore ndividual count Pr eate. \ | YF so, VOU then Mwy COMSICE 
fect on that o ountv wW \ | by vhen multip! 
thousand count I he me s lalion lL have o1 
pbrief potnts 
if Federal action is taken to ta ntv bond interes 
eliver\ 5 OO 100 in bonds solid by this countv on Keb 
| bidder will be | of his obligation, in 


wh ‘ hy ¢ ! : \\ I] he necessary. subject 0 iw ce ral mcome 


{ 
{ 
} 
| 
I 


Lan the net | Sf cost to the count would e approximately 


3.25945 percent, or $3,079,981.25. 

The cost to the itv without Federal income tax, 
express din the s f ful bid, is $1.694,013.50 

The additional amount which Montgomery County 
will be forced to pav tl rough local taxation for Federal D 
income tax is made pavable on county interest 1s $1.385,967.75 

On this one sale the additional burden on one county ts that amount 
that | have stated, $1,.385,967.75, or $46,199.25 average per year for 
30 yvears. 

The second point: Montgomery County presently has a funded- 
debt obligation of $28,615,550. If interest payable on this debt 
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had been subsequent to Federal income tax our interest obligation 
for the coming vear, 1951-52, would be approximately $1,184,040.31. 

The actual interest obligation on tax-free bonds is $651,222.17. 

The additional amount which Montgomery County taxpayers would 
be paying in | year through local taxation for Federal purposes if 
income tax had been payable on this interest, $532,818.14. 

This would mean that the local property tax rate would be in- 
creased about $1.40 per thousand, an increase of approximately 7.4 
percent. 

My third point: While a new Federal tax will probably not affect 
Montgomery County as to its legal obligation in the amount of 
interest payable on bonds already issued, it must be realized that 
these bonds are being retired fairly rapidly—more than $15,000,000 
maturing in the next 10 years and that our expected need for addi- 
tional capital for new schools shows no sign of abating. It will 
probably require $20,000,000 in new capital expenditures within the 
next 5 years to build sufficient schools. 

The added burden on local taxpayers which would be caused by 
taxing of local securities for Federal purposes will make it extremely 
difficult, if not impossible, for Montgomery County to furnish ade- 
quate school facilities for its rapidly rising population. 

My fourth point: If interest on presently outstanding local securities 
is made subject to Federal income tax, the market price of such 
securities is almost certain to drop significantly. The impact of this 
sudden destruction of values, together with the fear and uncertainty 
of future Federal actions which it would automatically engender, 
would make certainly future borrowing difficult and could entirely 
kill the demand for the securities of this and some other local govern- 
ments A sudden marked drop in value of the outstanding local 
securities would place a severe strain upon our local banks who are 
large holders of these securities. 

In summary, briefly the proposal to make the interest on county 
bonds subject to Federal income tax will be, in effect, a Federal 
surtax on the local property tax. 

[t will make it extremely difficult if not impossible for this county 
as well as all others with similar problems—to provide adequately 
for future capital needs. 

In this point, gentlemen, since the chairman this morning asked 
for suggestions, I will give a few more words which are my own, if 
the chairman wishes to listen. In what I am about to say Ll am not 
representing the county. 

I know that vou gentlemen have a very large problem in furnishing 
the funds for national defense. That is not your only problem. You 
have a more important problem, and that is to try to accomplish this 
without destroying us with taxation. After all, I think that that is 
what our enemies would prefer. They would rather that we destroy 
ourselves than that they be called upon to defeat us. Therefore, it 
seems to me time that we both in local and in Federal Government 
treat our appropriations and tax raising with more common sense 
and less sentiment. 

In this connection I would suggest that the Federal Government 
get out of the welfare business. I think that the funds the Federal 
Government is providing for welfare are largely wasted. There may 
be sense to the Government’s being in the welfare business in times 
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of depression, but certainly not in times like these. I think that the 
Federal Government could abandon ideas to aid the States and local 
governments in education. I think the local problem is largely our 
own fault, that we should devise a different method for supporting 
education than the property tax. Even though I am a member of 
the Veterans of Foreign Wars and have three sons-in-law who are 
veterans, I think we must discontinue, if we are to exist in a world 
of wars and rumors of war—we must discontinue treating veterans as 
a privileged and permanently subsidized class. I think that the Fed- 
eral Government could save considerable money in that way. I think 
thev could save money by ceasing to go along at this particular time 
with projects such as irrigation and dams which may be shortly 
destroved by atomic bombs. Those things are fine if we can be 
assured of a period of peace. I think you can save money in many 
of vour traditional Federal bureaus during a time of stress when vou 
really need the money for other purposes. 

On the taxing end of the line, I think that we must get away from 
the Federal idea of taxing those who produce and conserve and go to 
the idea of taxing those who consume and destroy. 1 would suggest 
that you gentlemen have your experts look into the idea of the Japa- 
nese added-value sales tax It seems to me that the Federal Govern- 
ment has missed the boat by taking the income tax instead of the sales 
tax as a method of Federal revenue. It seems to me that the Federal 
Government and the States could very well swap because the sales 
tax is much fairer when it is much more uniform, and it would be 
uniform as a Federal tax where it is not as a State or local tax. 

You might also look into the matter of severance taxes 

| have made mv suggestions, sir. I hope they will be of some value 
to vou. Thank you very much. 

The CHarrmMan. Thank you, sir. 

William B. Collier, city manager, Corpus Christie, Tex. 

(No response 

The CrarrmMan. This is the second time Mr. Collier has been 
called today. So | suppose he will not be here 

Mr. Herbert Fallin, budget director, city of Baltimore. 


STATEMENT OF HERBERT FALLIN, BUDGET DIRECTOR, CITY OF 
BALTIMORE, MD. 


Mr. Fauury. My name is Herbert Fallin, budget director, city of 
Baltimore. 

Mr. Chairman and members of the committee, I appear here 
representing His Honor, Mayor Thomas D’Alesandro. Mayor 
D’Alesandro would have appeared himself today but for the press of 
city business. He does ask me, however, to convey to the com- 
mittee, particularly those Members who served with him in Congress, 
his greetings, and to express his regret that he personally could not 
get here. 

The statement that he would have made is as follows: 

As city officials, we felt secure in the belief that the question of taxing municipal 
bonds had been definitely settled. We remember on several occasions prior to 
1942, the House Ways and Means Committee refused to report the proposal to 
the House, and on two occasions, by a decided majority, the Senate rejected a 
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similar proposal. ‘The situation remains unchanged. In our opinion, this pro- 
posal should again be rejected. 

The sixteenth amendment to the Constitution in 1913 did not intend to extend 
Federal authority to taxation of State and municipal bonds. <A review of the 
proceedings when this amendment was before the Senate will reveal the cogent 
remarks by Senator Borah, who stated that to tax the States’ instrumentalities 
would “‘wrench the whole Constitution from its harmonious proportions” and 
would “destroy the object and purpose for which the whole instrument was 
framed.”’ Certainly there is nothing in the decisions of the Supreme Court which 
would support the Federal Government’s right to tax State and municipal bonds 

am not here to argue the legal implications of this proposal. It is my pur 
» what this would mean to the taxpayers of Baltimore City. 
old by Baltimore City would have to bear a higher interest rate 
s principal source of revenue is its general taxing power. Therefore, 
mal cost entailed by this proposal would mean an additional burdet 
roperty owners of Baltimore, who are already heavily taxed 

erally believed that by taxing municipal securities, the interest cost 
‘rease up to 1 percent. This is pretty well borne out by the fact that 
a corporation with an AA rating sold its bonds which, of course, were 

the amount of $30,000,000 on a 2.80-percent basis. Baltimore’s 
f a comparable maturity, which also have an AA rating, are currently 
a 1.65-percent basis. If the city had to pay an additional 1-percent 

this would be equivalent to a 60-percent increase in interest charges 
its borrowing power in the following manner: First, there 


e | 


vislature an enabling act; in turn the city council 
he matter to the voters Now, I can only comment 

t We have preset tly the approval of the voters 

taling approximately $81,000,000. In addition, we 
sin May of this vear, for their approval, the issuances 
of 832,000,000. Therefore, if these bonds, totaling 
ibjected to a Federal tax, the a onal interest cost 
fe of these bonds would probably be in the neighborhood of $17,000,000 

urtl SSues 

I, therefore, respectfully request that your honorable com: 
present exemption of municipal securities 
Might I also make the following statement: that there are a number 
of municipalities that are now readv to issue their securities. If 
the committee could arrive at an early conclusion on this matter it 
would help very materially in the marketing of these bonds. 

| thank you. 

The CuarrMan. Does that conclude your statement? 

Mr. Fauur. Yes, sir. 

The CuarrMan. Thank you very much for your appearance and 
the information you have given the committee. 

Mr. Fanti. Thank you. 

The CHarrmMan, Julian Barnard, representing Pennsylvania Bor- 
oughs Association and League of Third-Class Cities. I didn’t know 
we had any third-class cities in the United States. 


STATEMENT OF JULIAN W. BARNARD, BOROUGH SOLICITOR, 
NORRISTOWN, PA., REPRESENTING PENNSYLVANIA BOROUGHS 
ASSOCIATION AND LEAGUE OF THIRD-CLASS CITIES 


Mr. Barnarp. We have 46 of them in Pennsylvania, sir. They 
are graded according to size, not quality. 

The name is Julian W. Barnard. I live at Norristown, Pa. I am 
borough solicitor of the town of Norristown, the largest borough in 
the United States. I am here as the representative of the Pennsyl- 
vania State Association of Boroughs, representing 940 boroughs in 
Pennsylvania, total population of 3's million people, and also repre- 
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senting 46 third-class cities in the State of Pennsylvania, a total 
population of over 2,000,000 people, or speaking on behalf of approxi- 
mately 6,000,000 people who live in the small towns of America, 
gentlemen. I might say, if | may make a personal observation, Mr 
Chairman, I think it has been about 12 vears before I appeared befor 
this committee on this same topic. 
I recognize only two faces, vour face, Mz 
C ooper's face 1 don’t know whether I miss anybody 
of us who represent the workmen in the small towns 
thought this question was settled We have been verv m 
lately to have it built up again | think we all have « 
Some of you gentlemen have indicated that you have 
raise necessary money We are all in government worl 
our problems to raise necessary money for necessary al 
I am going to pass by the legality of this question 
fact that the Federal Government has the 
right, to enforce this upon the people 
say the Congress ought not to do it even 
the powel 
Local units of government ‘nish those necessary and vital 
without which the people cannot live from day to day 
the public safety, police protection, fire protection, 
pubhie health, streets and highways and street lig 
We can only furnish those services by paving 
having equipment and public works 
out of direct taxation o1 
with which we furnish 
is limited constitutional 
how manv millions wv 
limit on how much del 
works, sewage-disposa! 
wavs, street lighting .s 
those bonds out of the tax revenues we 
It Lis conceded that | this proposal should become 


the public and the wns more money with which 


public works. We can’t raise any more money out 
on real estate. We are already up against our limits 
some how to get increased limits because costs have 


crentlemen know 

The borough f Norristown is now bu ilding a secondary treatmen 

plant for its sewag System at a cost of over a million and a half dollars. 
We could have bu iT that same works 1D ve ars ago for $600,000. That 
is what is happening to our costs. We are paying our policemen almost 
twice as much today as we did years ago. 

Where are we rong to get the money ¢ We can’t cet if The 
answer is we are reducing services, reducing these vital services which 
the people must have and need. Our towns need more and bette 
services, not less. 

So | Si.\ why can’t we each do our work which is interd pendent 
and independent. We in the towns have our specific duties of govern- 
ment to do, the same as you people in Congress and the Federal Gov- 
ernment have their specific duties to do. Why must we turn and do 
things to each other, gentlemen? Why do we have to put cm andicaps 
around each other’s backs? I know 10 vears avo when 1 was down 
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here privately talking to my friend, Senator Guffey, about this matter, 
Senator Guffey didn’t see it this way. I said, “Look, Senator, why 
do you want to do this to us? The Federal Government has a great 
big beautiful post office building in Norristown. We furnish all the 
public services, we give you sewage, we give you police protection 
When you ask for no parking, when the postmaster asked for it, we 
created a no-parking zone. We don’t get any taxes out of the Federal 
Government. Why shouldn’t we put a tax on the post office.” 

He said, “Go ahead, you can’t collect it. You don’t have the 
power.”’ 

If that is the attitude, gentlemen, ‘‘We in Congress have the power 
and you people are helpless,’ I don’t think vou seriously mean that 
[It would be economically wrong, plain economically wrong. It has 
been demonstrated I know to your satisfaction, without my going 
into it, that the small and insignificant amount of increased revenue 
the Federal Government would get would be disproportionate to 
what it would cost us in the local towns. 1 don’t care what you call 
it, vou can call it a tax on the bond holders, but it results in a tax on 
the municipality, and I will tell you why that is true. The State of 
Pennsylvania has opposed a 4 mill personal-property tax which covers 
evidences of indebtedness, covering bonds. ‘They did not exempt the 
bonds of municipalities. Four mills, but the immediate reflected 
cost in financing of the towns of Pennsylvania was so much that 
every single municipal bond that has been issued in Pennsylvania in 
recent years calls for a tax-free covenant. The municipality itself 
assumes and pays that tax and saves money. So I don’t care what 
vou call it, if this should become law it becomes a tax on the munic- 
ipalities, indirectly, but directly in its result. So I say you ought 
not to do it. You ought not to impose this hardship. I thought 
about the old adage of burning down a barn to catch a single rat 
and that is about the way it impresses me. 

Gentlemen, there is one more thing that I would like to say. For 
20 years I have been working actively in municipal government. | 
have become more and more persuaded that the keystone of American 
democracy is in our local units of government, where everybody in 
the town knows his councilman, knows where to find him, where 2o 
go if he has a complaint, and believe you me, they do it. Where 
everybody in the town knows that sewage plant is being build and 
drives by and watches it and knows what it is for. That is where 
people are conscious of daily democracy. They don’t even see 
Washington. Why, Washington is so far away it is something that 
is really not comprehended. But they come to the borough hall. 
They come to the men who constitute the borough council, and they 
know where to find those men, and they know where to express them- 
selves and they do express themselves. When they go to election 
they know personally the men they are voting for and the men they 
are voting against. There is democracy alive and working, and | 
believe that if you maintain the integrity of what we call home rule 
in America, there never will be much real danger to our understanding 
of democracy. 

Don’t you see that everything that you do or everything that we 
have ever done that might tend to weaken that and take some of these 
local powers away and transfer them down to Washington tends to 
weaken that sense of democracy? I have often said to some of ou 
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local meetings, ‘‘Look, instead of being governed by a borough council 
that you know, men that you know, men that you know how to find, 
if we were governed by a gauleiter appointed from Washington and 
if he went haywire, you people couldn’t make enough noise to be 
heard over in the next county, let alone in Washington,” but they 
can make enough noise to be heard in their own borough hall. Let’s 
above everything else maintain the integrity of home rule and don’t 
put any handicaps upon it. Don’t weaken the public, gentlemen. 
That is my point. 

Thank you 

The CuartrmMan. Are you through? We thank vou for your appear- 
ance and the information you have given the committee. 

Our colleague, Mr. Cotton, of New Hampshire, will be the next 
witness. 


STATEMENT OF HON. NORRIS COTTON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW HAMPSHIRE 


Mr. Corron. Mr. Chairman, I am grateful to the committee for the 
opportunity to appear in opposition to the proposal to tax income 
derived from State and municipal bonds. 

I desire not only to express my own opposition to the proposal but 
also to oppose it on behalf of the Governor of the State of New 
Hampshire, the Honorable Sherman Adams, and the attorney general 
of the State of New Hampshire, the Honorable Gordon M. Tiffany. 

The proposed tax, in our opinion, offends every accepted principle 
of comity between State and Federal Governments. It abrogates the 
long established principles of our constitutional form of dual govern- 
ment and causes the National Government to exceed its proper limits 
under our Federal Svstem It obstructs the States in the performance 
of their governmental functions and imposes a direct limitation upon 
their ability to borrow money at favorable rates of interest to perform 
said functions. 

l hope that the committee will reject this form of taxation, and I 
ask permission at this point to file a short brief by the attorney 
general of the State of New Hampshire in opposition to this proposal. 

The CHarrMaAn. Without objection, the brief may be inserted. 

(The brief is as follows: 


BRIEF OF THE ATTORNEY GENERAL OF NEW HAMPSHIRE IN OPPOSITION TO 
ProposaL To Tax OBLIGATIONS OF STATES AND THEIR GOVERNMENTAL 
SUBDIVISIONS 


I. It is basic to our dual form of government that the States will respect the 
Federal Government and the Federal Government the State, as each carries out 
its assigned or inherent functions under the Constitution. 

It was early held that a state is without the power to tax the Federal Govern- 
ment in respect to governmental functions undertaken by the latter. The 
principle leading to this conclusion is cogently stated by Marshall, J. in M’Culoch 
v. Maryland (4 Whet. 316, 4 L. ed. 579): 

“That the power to tax involves the power to destroy * * * [is a] proposi- 
tion not to be denied.”’ (4 L. ed. at 607.) 

The reciprocal of the foregoing principle was stated in Pollock v. Farmers Loan 
& Trust Co. (157 U. 8. 428, 39 L. ed. 759): 

“The Constitution contemplates the independent exercise by the Nation and 
the State, severally, of their constitutional powers. 

‘‘As the States cannot tax the powers, the operations, or the property of the 
United States, nor the means which they employ to carry their powers into 








1144 REVENUE REVISION OF 1951 


execution, so it has been held that the United States have no power under the 
Constitution to tax either the instrumentalities or the property of a State. 

\ municipal corporation is the representative of the State and one of the 
instrumentalities of the State government. It was long ago determined that 
the property and revenues of municipal corporations are not subjects of Federal 
taxation.” 39 L. ed. at 820.) 


rhe doctrines th Is asserted have been assiduously followed. See, ©. Be» Indiar 
Votorcycle Co. v. United States (283 U. S. 570, 75 L. ed. 1277), where the court 


It is an established principle of our constitutional system of dual govern- 
ment that the instrumentalities, means and operations whereby the United 
States exercises its governmental powers are exempt from taxation by the 








states, and t the instrumentalities, means and operations whereby the 
States exert the governmental powers belonging to them are equally exempt 
from taxation by the United States. This principle is implied from the 
independence of the national and state governments within their respective 


spheres and from the provisions of the Constitution which look to the main- 
tenance of the dual system 
‘ Camer County Water Improvement District No. One (298 U.S 
513, 528, 8O L. ed. 1309, 1313 
The recent language of Justice Douglas is directly in point and cannot be 
questioned as applied to State activity in its governmental sphere: 
The States on entering the Union surrendered some of their sovereignty, 
It was further curtailed as various amendments were adopted. But the 
tenth amendment provide s that ‘The powers not delegated to the United 
States by the Constitution, nor prohibited by it to the States, are reserved 
to the States respectively, or to the people.’ The Constitution is a compact 
between sovereigns The power of one sovereign to tax another is an inova- 
tion so startling as to require explicit authority if it is to be allowed. If the 
power of the Federal Government to tax the States is conceded, the reserved 
power of the States quarante ed by the tenth amendme nt does not give them 


he independence wihch they have always been assumed to have. They 





are relegated to a more servile status. Chev become subject to interference 
n 1 cor trol bothn il the fur etions which thev exe reise al d the methods which 
tre employ They must pay the Fede ral (;,overnment for the privilege of 
exercising the powers of sovereignty guaranteed them by the Constitutior 
whether, as here, they are disposing of their natural resources, or tomorrow 
hey issue securities or perform any other acts within the scope of their police 
power.”’ Vi York v. United States (826 U. S. 572, 90 L. ed. 326, 341 
The State of New Hampshire feels, consistently with the principles clearly 
enumerated the cases noted above, that the proposed measure strikes at the 
verv core ot iT ynstitutional system and should not, therefore, be countenanced, 
Il. The State of New Hampshire for its part, has made no attempt to infringe 
ipon the constitutional immunity from State taxation enjoyed by the Federal 
(;,overnme! 
In recognition of the principles of constitutional law which are held to confer 
an immunity from taxation upon the Federal Government in respect to its 
vernmental functions, and in reliance upon like treatment at the hands of the 
Federal Government in respect to its own, the State of New Hampshire has been 
alert to avoid the imposition of taxes in any form upon the United States—either 
lirectly or upon income derived from its securities. Thus, chapter 78 of the 


Revised Laws, 1942 (taxation of incomes), and expressly avoids the assessment 
f income tax in violation of the Constitution of the United States and Federal 


ynstitutional law And in chapter 85, Revised Laws, 1942 (taxation of banks 
Federal Government obligations are expressly exempted from the tax imposed 
by that chapter. It is obvious that if the proposed Treasury measure be adopted, 
this State, along with many, if not all, of the others, will no longer be bound by 
what must have been a supposed constitutional principle and will no longer 
permit tl Federal Government to enjoy an immunity of which it has bee 


III. Adoptior f the Treasury proposal will seriously impede the State of 
New Hampshire and i subdivisions in the performance of their governmental 
functions \ large portion of the activities of government is financed by th: 
borrowing, either upon short-term notes in anticipation of taxes to meet the 

‘ations, or on long-term instruments ranging from the cor 
truction of schools and installations for the abatement of disposal of sewag« 
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It is essential to the continued operation of State government that securities 
issued in connection with such borrowing continue in their tax-free status 
order that they may be salable at a rate which the State and its subsidivision 
can afford to pay. Taxation of income from such obligations will inevitably be 
reflected in a demand for a compensatory increase in discount or in interest rat 
on the part of investors. To meet this the State, already burdened by increased 
costs, and hampered by the drain of the Federal Government on sources of income 
otherwise open to it, would be required further to curtail its government activities 
to the detriment of its people 


The CuarrMan. Without objection the committee will adjourn 
until 10 o’clock tomorrow morning. 
(The following material was submitted for the record 


> 


Hort SE OF LEPRESENTATIVES 
Washington, D. C., Marcel , 1951. 


Dear CoLLEAGUE: Enclosed is a letter I have received from the Buffalo 
Municipal Housing Authority, Buffalo, N. Y., expressing its opposition to Seer 
tary Snyder's proposal to tax the income from bonds and note of States and 
local governments. 

It will be greatly appreciated if you will bring this to the attention of your 
members when your committee meets in executive session after the Easter reces 

Thanking you kindly, I an 


Sincerely yours, 


Hon. EpmuNp P. Rapwan, 
House Office Building, Vi ngton, D. ¢ 
DEAR CoNGRESSMAN Rapwan: It has come to the attention of the Buffalo 


Municipal Housing Auth 


and Means Committee on a proposal to tax the income from the bonds and té 
of States and local government As a local public agency, power to issue 
bonds, the Buffalo Municipal Housing Authority wishes to recor 
to anv such taxing of local government Issues 

In addition to the financial chaos such a tax would bring to Stat lr 
palities generally, it would destroy the market for the obligati 
authorities and would espe e disastrous 1 Oo yg l ‘ 
debt service costs resulting fro the taxing of local housing aut I 
either make it impossible to adr ster the program for low-incot — 3 . 
would greatly increase the sul iv requirements, tl ! fving the Government 
gains through the taxing vel 

In behalf of the varied interests of local communities, we should lke 
hat vou lend vour efforts toward preventing any tax being placed on the income 


from local government Iss 


Ropert D. Sipprevy, Exe ve Dire 


Hovust or REPRESENTATIVES, 
Washington, D. C., February 28, 1951. 
Hon. Rosgertr L. Dovenrron, 
Chairman, Committee on Ways and Means, 
House Office Building, Washington, D.C, 

My Drar Mr. CHarrMan: I enclose herewith statement bmitted | Mr, 
Robert L. McCurdy, assistant tv manager, city of Pasadena, Ca 
objection of the city to any taxat n on income derived frot I I pa 
with whicl I eoneur 

Will you kindly incorporate tl tatement as part of vour hear 
subject. 
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City oF PASADENA, 
Pasadena, Calif., February 21, 1951. 
Hon. Rospertr L. Doucuron, 
Ways and Means Committee, House of Representatives, 
House Office Building, Washington, D. C. 

My Dear Mr. Dovcuron: The city of Pasadena wishes to voice its objection 
to any taxation on the income from municipal bonds. We are opposed to this 
proposed action for the following reasons: 

(1) The exemption of municipal securities from taxation is an established 
principle and policy of the Federal Government for many years and any change in 
this tax structure would tend to disrupt harmonious tax relations and would be 
inequitable to the municipalities of the United States. 

2) In effeet, the taxation of municipal bonds would increase the cost of these 
securities by approximately 50 percent. This is based on the assumption that the 
net cost to the cities on serial bonds running from 1 to 30 years would be from 
1to 14 percent. The interest on this type of bond issued in the sum of $1,000,000 
would increase from approximately $310,000 to approximately $450,000. 

3) The additional cost of this increase would have to be borne, for the most 
part, by little business and the home owners of America. 

1) Many cities are faced with vital and important projects which would 
generally be accomplished through the issuance of revenue bonds. The proposed 
increase in interest rates would seriously jeopardize these projects and make many 
of them impractical and impossible. 

5) The proposal is extremely untimely. Many taxes already used by States 
are, we understand, to be sharply increased. To add this new cost to municipal 
finance would create many serious and new taxation problems. 

6) If not illegal, it is contrary to the purpose and intent of the sixteenth 
amendment to the Constitution. It certainly was never the understanding of the 
ratifying States that authority was being given to the Federal Government to 
tax the securities of State and municipal agencies. 

7) An action taxing municipal securities might lead to further taxation of 
municipal functions such as the income of municipal light and water companies. 

8) A tax on municipal bonds could only be interpreted as an attack by Govern- 
ment on the sovereignty and right of municipalities to control their own financing 

We respectfully request that any proposal for the taxation of municipal bonds 
be de fe ated bv vi ir committee. 

> f. . 


fespectfu subm 


Don C. McMILian, 
Cily Vanage P. 
topeRT M. McCurpy, 
Assistant City Manager. 


Unitep States SENATE, 
Washington, D. C., March 1, 1951. 
CoMMITTEE CLERK, 
Ways and Means Committee, House of Representatives, 
Washington, D. C. 

Dear Str: I am enclosing herewith two communications directed to me in 
reference to the recommendations by the Secretary of the Treasury that the 
Federal Government tax State and municipal bonds. 

I would appreciate your having these two communications read into the record 
of the hearings on this proposal which were held earlier this week. 

With best wishes, I am 

Cordially yours, 
Karu E. Munpt, 
United States Senator. 


Pierre, 8. Dax., March 1, 1951. 
Hon. Kart Munopr, 
United States Senator, Washington, D. C.: 


Urge your support against Secretary Snyder’s proposal that the Federal Gov- 
ernment tax State and municipal bonds. Proposal now being considered by 
Ways and Means Committee. 


Sicurp ANDERSON, Governor, 
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SoutaH Dakota Municrpat Leacuer. 
Abe rdeen, S. Dak., Fe bruary 26, 1951. 
Hon. Karu Munprt, 
Ne nate O fhice Building, Washington, dD. hd 
Dear Mr. Munot: It has come to our attention that See re tary of the Treas 
Mr. Snyder, is again recommending the taxing of munic ipal bonds. We wish to 
call your attention to the fact that this would make financing in South Dakota 
very difficult, would increase our interest rate from 1 to 146 percent, and are 
informed that it would produce very little immediate revenue for the Federal] 
Government. We wish that you would exert every effort to oppose this legis 
tion and would appreciate your advising us if there is anything the muni 
of South Dakota can do to prevent passage. 
Thanking you for your earnest consideration, I am 
Very truly yours, 
Homer Dwiccrns, 
President, South Dakota Mu) 
J. G. Barcer, Trea 
J. G. Barger 
By Mrs. J. G. B 


Hor SE OF Ry PRI 
Wa hington, dD ( 
Hon. Rorert L. Doventon 
en House Committee on Way 
ew House Office Building, Was! 
My Dear ConGRESSMAN ill appreciate 1 ea ee ae 
hearings on taxation of the ¢ ‘ne statemer t . 
With warmest personal regard 


Sincerely yours, 


STATEMENT OF Hon. Hucn B. Mitcuett. 
FroM THE STATE 


Mr. Chairman, I wis! 
your committee which would impose a 
municipal bonds. While it is imperative ths w soure ir taxatio ld 
be located, it IS apparent ‘ hose sources should be derived from inere nail 


taxes on higher incomes, (: creasing the tax rate current!v imposed o capital 


i 


gains, 3) reduc ng the ( tion allowances”’ granted ce 
ducers and a ee products, increasing estate- and 
increasing corporation taxes 

The proposal to tax inter lerived from State and municipal nds would 
react unfavorably and unfairly on municipalities now struggling nder severe 
odds. This is particularly the case for cities in areas experiencing a rapid growth 
such as those communities i ashingtor State, for it is in those areas t} at 
obligation to construct utilities, housing. scl ools, and hospitals is most evid 
Should this proposal be adopted, communities in Washington State woul! 
forced not only to replan but delay programs to construct hospitals, b 
and highways, build and impr ve schools, extend sewage-disposal s\ 
construct additional public housing units now so vitally needed. 

This new regressive tax would necessarily be passed on to the people in these 
communities, hindering greatly necessary public improvements Attached are 
communications from Arthur B. Langlie, Governor of Washington State 
E. R. Hoffman, superintendent of the Department of Lightir g of the 
Seattle, and Mr. John McCauley, secretary of the Washington Pul 
Commissioners Association, setting forth their opposition to this proposal 

I cannot urge too strenuously that this proposal be defeated. 
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Oxrympia, Wasu., February 14 
Hon. Hueu MircHe.t, 
House Office Building, Washington, D. C. 

Proposed tax on State and municipal bonds seriously threatens effort of Stat« 
and local governments this State to maintain solvency. Tax would serious! 
increase cost of State and local financing without vielding any appreciable Federa 
revenue for many vears, and would undermine abilitv of local governments t 
finance needed improvements. Strongly urge your opposition this unconstit 

vasion of States’ rights. Thursday, February 15 is deadline for applyi: 
mi ‘e calendar. 
ArtHuR B. LANGLIE, Governor 


OF SEATTLE, WASH 


February 


Washington, D. ¢ 
lvised that there is again a plan on foot to 
: 

| 


| perhaps other bonds iss ied bv 


neome from municipal at 
ibdivisions issue bonds for the most part for public improve 
* another Tl e cost ol money sec ired ior these purposes 
people Now, the cost of public improvements has increase 
nd to increase the cost of money through a tax on income derived 
rther increase the cost of public improvements 
ting to increase the industry of the Northwest through low-cost 
supply of low-cost water. Jobs can be provided for thousand 
iwest if these basic resources can be Kept “low 
ost of money is increased. 
that vou exert every effort to prevent th: 
from p blic improvement bor ds High-cost 
is will stop development in this State 


Ek. R. HorrMan, 


Superintendent of Lighting 
FEBRUARY 14, 1951 


Veans Committee, 
talives, Wasi ungton, dD. ¢ 
roposal that interest on municipal bonds be taxed 
ikes at the heart of democracy Municipal bodies must 
vady finances or all our functions will have to be turne 
ent or private monopoly) Such centralization wou 
tvranny We would lose low-cost power so badlv needed 
Have Federal officials completely forgotten Jefferson’s che 
that absolute Federal power will corrupt We will fight s 
tack on our lives. 


tr a 


Joun McCautey, 


ii ashington Publ Cc 1 ty Commissioners Association 


»F REPRESENTATIVI 
D +a March l 


DoucntTon: Shortly after I filed my statement with your committ 
ncerning the proposed taxation of State and municipal securitis 
, Ross Miller, citv manager of Berkeley, Calif., w 


ich appreciate it if this letter could be attached to my statem: 
cord of the hearing 


Joun J. ALLEN, Jt 
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WarTersBury, Conn., February 23, 1961. 
Hon. James T. Patterson, M. C., 
House Office Building: 
I vigorously oppose Treasury Secretary’s unconstitutional proposal to tax 
interest State and municipal bonds and securities. Please advise members Ways 
and Means Committee and assist in defeating measure. 


RayMonp FE. Snyper, Mayor. 


Ciry OF PLAINFIELD, N. J., 
February 14, 1951. 
Hon. Currrorp P. Case, 
House Off ( Building, Washington, D.C 
Dear CONGRESSMAN Case: I am advised that Congress has been presented with 
a proposal that future issues of State and municipal bonds be subjected to Federa 
income taxation. Apart from the questionable legality of such action without a 
constitutional amendment, I am opposed to such a measure and the matter of 
policy, and beeause of the effeet it would have on the citv of Plainfield 
Ir order to expand our school system to meet tl e needs of Aa growing schoo 
population we will, in the near future, be floating additional bonds. We also need 
to undertake a major sanitary sewer project which will require a further issue 
Due to the fine financial standing of our citv our last bond issue for school pur- 
poses in 1950 requires us to pay interest at only 1% percent. The passage of sucl 
an act as is proposed would undoubtedly increase our rate of interest at least to 
2, percent The burden would fall on the real property owners of our citv who 
are already burdened because of the narrow base of taxation for municipal pur Hon 
poses Although our budget is not finally passed it is anticipated that our tax 2 
rate will be approximately 10 percent higher than last year and the brunt of its 
increase, of course, falls on real estate. D 
May | ask that vou use vour good offices to oppose t} is proposal and to defe at Oppo 
it if it « out of committee on the floor of the House irom 
: W 
CartyYLe W. Crane, Mayor. Way 
thee 
will t 


Unitep States SENATE, 
1T COMMITTEE ON SMALL BUSINESS, 
March 16, 1951. 

Hon. Rorert L. Dovanron, 
Chairman, Ways and Means Committee, Hon. 
House of Representatives, Washington, D. C 
Dear CONGRESSMAN DovaGuton: I am enclosing herewith, six communicatior My 
I have received from town and city officials in the State of Connecticut in regard repea 
to the taxing of State and municipal bonds, for insertion in the printed hearing Suc 
of vour committee, so that their views mav go on record count 
I have been advised by your office that these would be accepted up unt of the 
March 21. and k 


} 


Verv sincerely yours 


, 
Wittiam BEeENTON, 
United States Senate. 


Town or FARMINGTON, CONN., 
February 28, 1951. 
Hon. Senator WiLti1AmM BENTON, 
State Office Building, Hartford, Conn. 
DeaR SENATOR BeNTON: Enclosed is a resolution which was passed by the 
Farmington Town Council at its regular meeting of February 27, 1951. 
Very truly yours 


nate 


Rornert D. Herrtscnu, 
Town Manager. 
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Yours tru 
Ww. H. Ivpp 
Chairr n. B rd } . . ] . 
C. L. SHELDON 
Cyt Tre rer 
West Harrrot Town Co 
i ( H ; ( 2 / 19 
Senator Wintram BENnTon. 
United States Senate, Washington, D. C 
Dear Sir: At a me eld | ruar va ed to 
ecomime | H ] WV \I { na sta l i 
mas ec to be exe I i iXa ind i I i 
it ¢ } 
Very truly yours, 
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New Lonpon, Conn., February 23, 1951. 
Hon. WititraAmM BENTON: 

The city of New London, Conn., vigorously protests Treasury Department 
proposal re Federal taxation of municipal bonds. Detriment to all local taxpayers 
will greatly exceed Federal benefit. Passage would make impossible or extremely 
difficult necessary local projects such as sewerage, schools, etc. Strongly urge 
your opposition to proposal. 
Epwarp R. Henk te, City Manager. 





City or Stamrorp, Conn., February 19, 19651. 
Hon. Wiiuiam A. BENTON, 
United States Senate, Washington, D. C. 

Dear Mr. Benton: The purpose of this letter is to urge you to give the most 
serious consideration possible, to the evil effects of the proposed bill, which will 
allow the Federal Government to tax the bonds and notes of local communities. 

I think that this is the most flagrant attack upon the authority of the individual 
municipalities, that has ever been made. It is an invasion of the rights and will 
break down the morale of our local communities. 

It isa very definite step toward controlling the finances of our local communities. 

I doubt if you will find many communities in this country whose financial affairs 
are as badly managed as those of the United States Government. I think it is 
serious and dangerous to allow any legislation which will permit the Federal Gov- 
ernment to tax the securities of our towns, cities, and States. 


Cordially yours, 
Georce T. Barrett, Mayor. 


RESOLUTION OF THE Crry CoUNCIL OF THE CITY OF CRANSTON OPPOSING THE 
ProposeD FEDERAL TAXATION OF THE INCOME From Municipat Bonps 


No. 39 
Passed, February 26, 1951. 
Approved, February 28, 1951. 
Hort W. Lark, Mayor, 

Resolved, That whereas the proposal has been made that the United States Con- 
gress amend the Federal income-tax law so as to subject the interest paid on 
municipal bonds to the Federal income tax payable by the holders of such bonds 
and 
Whereas such proposal constitutes a direct trespass on the time-honored line of 
demarcation between the powers of the Federal Government, on the one hand, 
and the powers of the States and municipalities, on the other hand; and 

Whereas the imposition of the Federal income tax on the interest paid on munici- 
pal bonds would seriously affect the credit of municipalities in general and the 
city of Cranston in particular: 

Now, therefore, be it 

Resolved, That the city council of the city of Cranston, R. I., does hereby express 
its unalterable opposition to the proposal above-mentioned, and that the city clerk 
be and he hereby is authorized and directed to transmit a certified copy of this 
resolution to each United States Senator and each Representative from the State 
of Rhode Island, to the President of the United States Senate, and to the Speaker 
of the United States House of Representatives. 

Witness: 
Ernest L. Jounson, City Clerk. 
A true copy. 
Attest: 


[SEAL] Ernest L. Jounson, City Clerk. 
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City or Everett, Mass. 
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time the Federal taxing power gains $1 in consequence of such proposed legis- 
lation; and 

Whereas similar increases in taxation can be anticipated on all future bond 
issues of this city and county; and 

Whereas it is believed, as stated in many United States Supreme Court decisions, 
that the power to tax is the power to destroy, and that the giving of such power 
to the Federal Government would be a step toward the establishment of a totali- 
tarian state and would enable the Central Government to use coercion in forcing 
through its policies by the weapon of driving State and municipal securities from 
the market through heavy taxation: Now, therefore, be it 

Resolved by the City Council of the City of Reidsville, N. C., That the Congress 
of the United States disapprove of the recommendations of the Secretary of the 
Treasury to permit taxation of State and municipal bonds by the Federal Govern- 
ment unless the consent of the States is first obtained through a constitutional 
amendment; and be it further 

Resolved, That a copy of this resolution be transmitted by the city clerk to the 
two Senators and Members of the House from North Carolina. 

I, Mary S. Draughon, city clerk of the city of Reidsville, N. C., do hereby 
certify that the foregoing is a true and correct copy of a resolution adopted by 
the City Council of the City of Reidsville, N. C., in regular session convened on 
the 26th day of February 1951. 

Witness my hand and the corporate seal of the city of Reidsville, N. C., this 
the 27th day of February 1951. 

[SEAL] Mary 8, Draucuon, City Clerk. 


RESOLUTION CONCERNING PrRoposep FepERAL TAXATION OF MuNIcIpat Bonps, 
WHEELING, W. Va. 


Whereas the Council of the City of Wheeling has been advised that on February 
5, 1951, the Secretary of the Treasury of the United States, in an appearance 
before the Ways and Means Committee of the House of Representatives of the 
United States, in his outline of the plug-tax-loopholes program, on behalf of the 
Federal administration, mentioned, among other proposals, the taxation of future 
issues of State and local bonds; and 

Whereas the Council of the City of Wheeling is of opinion that under existing 
decisions of the Supreme Court of the United States the Federal Government is 
without right to tax State and municipal bonds; and 

Whereas the council of the city recognizes that taxation of municipal bonds 
would immediately result in an increase in the interest rates which citizens would 
have to pay on future borrowings and that such an increase would, in most 
instances, throw the additional tax burden on the owners of real estate within 
the cities issuing bonds: It is now 

Resolved by the Council of the City of Wheeling, That this communication be 
forwarded by the clerk of the city to each member of the Ways and Means Com- 
mittee of the Congress of the United States and the Ways and Means Committe: 
is requested to consider this resolution as-an application by the city of Wheeling 
for the privilege of presenting testimony in opposition to any proposal introduced 
before the committee relating to the taxation of future issues of State or municipa 
bonds 

On motion of Councilman Jack R. Adams, seconded by Councilman Everett 
W. Miller, the above resolution was unanimously adopted at a regular meeting 
f the Council of the City of Wheeling held on Tuesday February 13, 1951. 


Ul 
[sEAL] toneERT L. PLumMMeER, City Clerk. 


City or Gastonia, N. C., March 1, 1951. 


’ 


Hon. Rorert L. Dovenrton, 
; 


Chairman, Ways and Means Committee, 

House of Representatives, Washington, D. C. 

Dear ConGressMAN DovuGuton: Enclosed herewith you will find a copy of a 
telegram dated February 28, that was sent to vou by Hon. L. 8. Rankin, Mayor of 
the City of Gastonia, N. C. Also enclosed is a copy of the resolution opposing 
said taxation on bonds which was passed by the city council at the meeting he 
on Febriiary 27 

The city council hopes that you will see fit to oppose the proposed legislation. 

Yours very truly, 
P. A. Roperts, City Manager. 
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Gastonia, N. C., February 28, 1951. 
Hon. Rorert L. Dovaxron, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. Cx: 

The City Council of the City of Gastonia, N. C., is opposed to legislation taxing 
the income derived from securities issued by sovereign States and their political 
subdivisions. Resolution of the city council follows: 

L. S. Rankin, Mayor. 


RESOLUTION Opposing FEDERAL TAXATION ON Bonps 


On motion of Councilman E. R. Morgan, seconded by Councilman E. W. 
Carothers, the following resolution was unanimously adopted: 

Whereas an effort is being made to induce the Congress of the United States 
to pass legislation taxing the income derived from securities issued by sovereign 
States and their political subdivisions; and 

Whereas outstanding economists have estimated that the levying of a Federal 
tax on the income from municipal bonds will result in municipalities having to 
pay an increased rate of interest on such bonds equal to approximately 52 every 
time the Federal taxing power gains $1 in consequence of such proposed legisla- 
tion; and 

Whereas the additional cost to the taxpayers of the city of Gastonia would be 
considerable; and 

Whereas similar increases in taxation can be anticipated on all future bond 
issues of this city; and 

Whereas it is believed, as stated in many United States Supreme Court decisions, 
that the power to tax is the power to destroy, and that the giving of such power to 
the Federal Government would be a step toward the establishment of a totali- 
tarian state and would enable the Central Government to use coercion in forcing 
through its policies by the weapon of driving State and municipal securities from 
the market through heavy taxation: Now, therefore, be it 

Resolved by the City Council of the City of Gastonia, N. C., That the Congress 
the United States disapprove of the recommendations of the Secretary of t! 
Treasury to permit taxation of State and municipal bonds by the Federa 
ment, unless the consent of the States is first obtained through a 
amendment; and be it further 

Resolved, That a copy of tl lution be transmitted by the 
two Senators and Members of the House from North Carolina 


NortH CAROLINA, 


Gaston County 


i 2 Kendrick, city ‘ f tl \ I rastonia, 
that the foregoi 
Council of the City of Gastonia, Joy Al rular session 
dav of February 1951, and is recorded in Minute Book 
office of the clerk of “ity f 

Witness my hand a 
the 28th day of Februa 


[SEAL] j , KENDRICK, 


ng is a@ tru il uC ™ \ a resoiut 


REPRESENTATIVE 
C., February 19, 
Hon. Rornert L. Dovant 
Cha rman, House Wary 17 eans Comn 
Washington, D. C 


Dear Mr. CHAIRMAN have the honor to relay to you 
attention of the House Ways and Means Committe: 
ry of the Treasury fo 


+ : * ] ~ 
. the following telegr: 


“3 
municipal bond income, 1 exem] 
represents the position of the tv of Long Beach, Calif. 
The statement which comes from Samuel E. Vickers, ci 


may take up the proposal of the Secreta 
} 


, declares: 
“Such taxation would increase the cost of issuing bonds about 50 percent, 
cost would be borne by already overburdened property tax. Such taxation w 


jecrease the market for municipal bonds and open the way for Federal taxat 
of all municipal enterprises.”’ 
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small communities, unknown in the financial markets, this added cos 
make borrowing impossible or prohibitively g] In any event, incre: 
terest charges would be reflected in higher local tax rates which already 
tremely burdensome to the average taxpayer 

be effectuated it might result in the States taking retaliatory 
income from United States Government obligations. |] 
agree that tl 


The fact should not be overlooked either that should the Treasury’s pro 


his would be most unfortunate because it woul 


the sale of Government bonds at a time when this is of hig} 
If the eff f the people roposing this tax are 


successtul Is 
sibility wed by attempts to tax outst: 
if income from such muni 
other services 
tion is the bh; 
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WEDNESDAY, FEBRUARY 28, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, i. €). 

The committee met at 10 a. m., purspant to recess, in the Ways 
and Means Committee room, New House Office Building, Hon. 
Robert Ly Douchton chairman of the committee, presiding. 

The Cuarrman. The committee will please be in order. 

The first witness on the calendar this morning is Mr. Ralph Button, 
chairman, taxation committee, National Retail Dry Goods Associa- 
tion, Washington, P<). 

Please give your name and address to the stenographer and the 
capacity in which you appear, Mr. Button. 


STATEMENT OF RALPH W. BUTTON, CHAIRMAN, TAXATION 
COMMITTEE, NATIONAL RETAIL DRY GOODS ASSOCIATION, 
WASHINGTON, D. C. 


Mr. Bi rTOoN, Mr. ( ‘h urman and members of the Way s and Means 
Committee, | am Ralph W. Button, assistant secretary, Allied Stores 
Corp 1 am chairman of the taxation committee of the National 
Retail Dry Goods Association, and am appearing as their representative. 

The National Retail Dry Goods Association is a voluntary organ- 
ization that is registered under the Lobbying Act. The association’s 
registered agent in Washington is John C. Hazen. The NRDGA is 
composed of approximately 7,000 department and specialty stores 
throughout the United States The annual sales of the members of 
this association exceed $10.000.000.000 

Kver-increasing expenditures in the Federal budget call for drastic 
action by Congress lin demanding that nonessential items in the 
proposed budget for the comme fiscal year be reduced President 
Truman, in his budget message recently submitted to Congress, recom- 
mended Federal expenditures of 71.6 billion dollars for the fiscal vear 
commencing July 1, 1952 

The President is insisting upon a pay-as-we-go fiscal policy. We, 
along with other leading business organizations and most economists, 
advocate that policy. 

With recommended expenditures for fiscal 1952 amounting to 716 
billion dollars and with estimated tax revenues of 55.1 billion dollars 
there would appear to be an apparent deficit of 16.5 billion dollars. 
The President has recommended an increase in personal income taxes, 
corporate taxes, and excise taxes to raise $10,000,000,000 which, in his 
opinion, will only meet part of the deficit. He proposed that the 

1161 
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remaining 6.5 billion dollars of additional revenue, which according to 
his estimates will be needed, be considered at a later date. 

The American people are entitled to some stability concerning the 
determination of their tax liabilities. Already we have had two reve- 
nue raising measures in less than 12 months. 

In entering fiscal 1952 we find our citizenry burdened with as heavy 
a load of taxation as normally would have been expected only in an 
all-out war. There should be no complaints, however, if the need for 
this heavy amount of taxation can be shown. 

The imposition of additional taxes should not be levied, however, 
without first making a careful study of the actual revenue needs of 
this emergency. A single tax bill conceived in justice and equity and 
designed to fully meet our fiscal requirements will merit the support 
of the taxpavers 

We are not convinced that 16.5 billion more revenue is now needed 
to balance the budget. It has been indicated by a number of Members 
of Congress that the President’s budget could be reduced anywher 
from 2.5 billion to 9 billion dollars. The President has called upon 
the American people to “prepare to accept some reduction in their 
standards of living.” He urged them to exercise “patriotic self- 
restraint” in personal and private business spending. We agree that 
“the defens 
as usual.”’ 

While we are in complete agreement that the American people 
should at this time be called upon to make sacrifices and willingly 
endure the deprivation of many of the things that they have become 
accustomed to, it would seem the simplest kind of fair play, that th 


Federal Government should point the way, should set the example, 
Unless thy 


program cannot be achieved on this basis of doing business 


should trim the fat off every unnecessary expenditure. 
onvineed that their Government ts willing to do for itself 
no measure of succes: 


people ar 
what it is Sug¢vesting its citizens do, there can be 

It is conte nded that the President’s budget of 71.6 billion dollar 
indicates that government is to be conducted as usual. Members o! 
Congress and other leading organizations have indicated the areas 
where governmental expenditures may be curtailed and drastically 


} } 
requeeqd 


We heli Vi that the budget ean and must be reduced by ‘toy 
billion dollars The elimination of nonessential programs will tal 
courage and intestinal fortitude. The economic welfare of th 


country as a whole should be 


budget cuts and not political considerations designed to get votes 

Reduction of 
first importance in arriving at a balanced budget If we assume 
maximum reduction of 9 billion dollars in the President’s 71.6 billiot 


budget, the amount of revenue required would be 62.6 billior 


the guiding principle in determining 


eovernmental expenditures is therefore the item of 


dollar 
dollars 

The estimated receipts for fiseal yeal 1952 is stated at 55.1 billior 
dollars The additional revenue needed to meet a budget of 62 
billion dollars is 7.5 billion dollars. 

There are four basic principles which must be followed in the adop- 
tion of a sound and equitable tax program. With tax impost 
becoming increasingly more severe it is doubly important that an 


t 


hew tax program be tested by the se four prim iples. 
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1. The program must be fair and should fall equitably on all 
groups Without fear or favor . 

2. The program should not stifle incentive but rather should en- 
courage production and savings, thus resulting in the further expansion 
of production and the e onomy. : 

3. The program should be long term and realistic 

t The program sho ild by shaped LO produc e acd quat 
the light of the conditions now confronting us . 

With these principles in mind, we recommend the following program 

| The Presid nt ha repeated! y requested, and we h artily concur, 
that Congress should ac to close existing loopholes While time 


1] 
il | 


does not permit a detailed account of all of them, I would like to make 


reference to at least three of them 

a) ‘Tax-exempts: Stat and municipal securities are 
exempted from the pavn { f income taxes As you a 
it is not the a mcon taxpaver who mal 
kind of urity ut ra e well-to-do 
valid re 
the histori al reason 

b Cooperatives 
the scope of our tax st) 


compete directly with 


business which is ne 
present exempted from 


which Is aus essen ial oO 
Withholding ad 
desirabil t\ l j 


divide! 


2. Per nal-income 
mendatio that the pers al-in« ne tax should 
percentage points 1n all br: KeLS LimMat Lia Lil in reas 
will produ e $3.6 billion 

The individual exemptions should be reduced from $600 to $500 
[t is estimated that this reduction in exemptions will produce $2.5 
billion. 

We may be criticized for suggesting the reduction in the personal 
exemptions. A quick analysis of the distribution of income will show 
the necessity for this reductie It is reported that 42,965,200 returns 
were filed in 1950. Of this number 90.6 percent were from individuals 
earning $5,000 a year Ol less The total net income reported was 
$140.8 billion of which 69.4 percent is in the $5,000 or under 
bracket, 13.5 percent Is in the $5,000-$10,000 bracket and 9.2 percent 
in the $10,000-$25,000 bracket or a total of 92.1 percent. 

It should be obvious that I large amounts of revenue are to be 
raised it must come from the lower income brackets. 
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The foregoing recommendations have thus far produced 7.3 billion 
of the 7.5 billion needed to balance a budget of $62.6 billion as reduced 
above. However, it is recognized that the reduction in expenditures 
advocated may fall short of the $9 billion suggested above. Wi 
therefore make further recommendations as follows. 

3. Corporate tax: The corporate normal and surtax is now levied at 
the rate of 47 percent. We believe that this rate could be increased 
to a maximum of 50 percent. ‘This increase, it is estimated, would 
produce approximately $1.2 billion. 

We believe that a tax rate of more than 50 percent coupled with 
the present excess-profits tax would tend to encourage waste and ex 
travagance. A higher rate would stifle incentive to reduce expenses, 
and might result in management treating certain expenditures as 
prudent which under other circumstances would be frowned upon. 

Further expansion and growth of small business would be curtailed. 
Financing avenues open to large corporations are not usually availabl 
to small busingss. Their expansion and growth must be financed out 
of retained earnings. 


4. Excise taxes: The President has recommended the inclusion of 


certain additional items to be taxed under the manufacturers’ excis 
tax, the retailers’ excise tax and the miscellaneous excise tax classifi- 
cations. It is estimated that these changes and increases will produce 
$3 billion. 

The tax program we have thus far advocated will produce an esti- 
mated amount of $8.5 billion. ‘This is in excess of the $7.5 billion w 
have previously stated as being necessary to balance the $62.6 billion 
budget by $1 billion. We therefore recommend that Secretary 
Snyder’s proposal be adjusted to produce $1.5 billion. 

Retailers, historically, have always been opposed to taxes 01 
consumption on the ground that such taxes are regressive. Retaile: 
have accepted these taxes because of the great need for revenue. 

The NRDGA taxation committee has approved the President’ 
recommendation concerning excise taxes provided that the addition 
to the list of taxable articles and the rates specified are limited to thos: 
proposed by Secretary Snyder. 

If, however, Congress further broadens the base both for manu 
facturers’ excise taxes and retailers’ excise taxes to an extent that 
amounts to a general sales tax at the manufacturing level, the: 
retailers would propose that the manufacturers’ excise taxes, except 
liquor, tobacco and gasoline, be repealed and a national re tail sal 
tax be enacted. 

Arguments for and against both the manufacturers’ excis¢ tax and 
the retailers’ excise tax have been previously presented to this con 
mittee. We do not believe it is necessary for us to repeat thes 
arguments except to remind you that manufacturers’ excise tax 
tend to be pyramided throughout the channels of distribution. T! 
consumer pays more under this form of tax than under the retail sa! 
tax. It has been stated that a 10-cent-tax at source becomes an 1: 
cent price to the consumer. 

The additional amount of revenue to be raised by the foregoi: 
program amounts to $10 billion. 

We sincerely believe that this additional revenue plus a reductior 
in Government nondefense expenditures by at least $7 billion w 
amply meet our defense needs. 
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We conclude our presentation with the fervent hope that Govern- 
ment will match this sacrifice requested of our people. Equality of 
sacrifice is the only sure way to obtain unity of purpose, for only then 
will the economic battle be won. 

I thank you. 

The CuarrMan. Are there any questions? 

Mr. Mason. I have just one question. What is your source or 
authority for the figure you used at the top of page 6 where you say 
it is reported that 42,965,200 returns were filed in 1950, and then you 
fo on to vive percentages? 

Mr. Burron. Those figures were taken from a statistical study made 
by the Tax Foundation, which figures I believe again were obtained 
from the Treasury Department’s own figures. 

Mr. Mason. The Tax Foundation? 

Mr. Burron. Yes, si 

Mr. Mason. Thank you, that is all. 

The CHarrMan. Further questions? If not, we thank you, Mr. 
Button, for your appearance and the information you have given the 
committee. 

Mr. Reep. Mr. Button, I notice on page 4 you refer to cooperatives 
and you say that they do not pay anything to the support of the Gov- 
ernment. As an entity that is probably true, but whatever is passed 
on in the way of a dividend to the individual, he comes in a tax bracket, 
and he pays for the support ol the Government. 

Mr. Burron. I believe it has been indicated by the Government’s 
own figures that, if the cooperatives were taxed the same as ordinary 
businesses, they would collect an additional revenue of about 1.2 
billion. 

Mr. Reep. That is where you are wrong, you see. Secretary 
Snyder was here before us, and on that very question on cross examina- 
tion he stated it wouldn’t exceed $25 million. I just want to get you 
correct on that. You have been reading a lot of propaganda sent 
out by a racketeering organization. I want to set your testimony 
straight on that. Not only that, Mr. Stam, chief counsel of the Joint 
Committee on Internal Taxation, who supplies us with figures, says if 
will not be over 1 million, and Mr. Higgins, who was before the Ways 
and Means Committee, figured it at $10 million only. You are talking 
about $1.2 billion. I just want to get that in the record and have it 
straight. 

Mr. Burton. You are only talking about farm cooperatives, but 
aren’t there other cooperatives? 

Mr. Mason. He said all cooperatives. 

That is all. 

Mr. Burron. All right, sir. 

The CuarrmMan. Mr. Philip R. Van Dunye, president, Meeker 
Foundry Co., Newark, N. J. Is Mr. Van Dunye present? Will you 
give your name and address and the capacity in which you appear to 
the stenographer for the record? 

Mr. Kean. Mr. Chairman, I just want to say to the committee 
that Mr. Van Dunye is a respected businessman of Newark who for 
16 years has devoted a large part of his time to our county govern- 
ment, which by the way has been recognized as one of the most effi- 
cient and economical county governments in the United States. 
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The Cuarrman. The Chair might add that the gentleman from 
New Jersey, Mr. Kean, always speaks the truth. Please give your 
name and address and the capacity in which you-appear for the benefit 
of the record. 


STATEMENT OF PHILIP R. VAN DUNYE, PRESIDENT, MEEKER 
FOUNDRY CO., NEWARK, N. J. 


Mr. Van Duyne. My name is Philip R. Van Dunye. I live and 
work in Newark, N.J. lam not an expert on either taxes or economics. 
I present myself only as president of the Meeker Foundry Co., of 
Newark. The Meeker Foundry Co. is a malleable-iron foundry operat- 
ing at the same location in Newark since the business was started in 
1843. It has continued to exist during 13 major depressions and has 
hopes of surviving the present era of high taxation and controls. It 
has always been classified as a small business, presently functioning 
with a few less than 100 employees. 

Most malleable- and gray-iron foundries can be classified as small 
business and, under normal conditions, may also be considered as a 
part of the feast-and-famine section of industry. That is, if they do 
not build up reserves during favorable periods, funds will not be 
available to meet payrolls during periods of reduced sales, when 
merely to hold organizations together you and your competitors are 
selling below cost. 

What has this to do with taxes? It indicates what kind of taxes 
small business can pay and when it can pay them. A tax based on 
net income is the least burdensome to small business. Taxes based 
on payrolls; or based on production, such as manufacturer’s excise 
tax; or based on corporate assets, must be included in costs and, if a 
concern is to stay healthy, must be passed along to consumers. Fre- 
quently they cause small business to fail. While some may argue 
otherwise, most heads of small business feel their company is fortunaté 
to have a net income upon which a tax will be paid, and worry little 
about passing this tax along to consumers. 

During the last 18 years we have heard a great deal of talk by the 
Congress about aiding small business, the net result of which was that 
the Congress would create one or more agencies to loan money to 
small business. Small business if properly operated does not want 
loans from the Government. It should be able to obtain all the 
required funds from local banking institutions. Of course, as we hav: 
learned in the last few months, if small business wants to grow quickly 
into big business, the RFC is available. 

The Congress has, however, made one definite contribution to small 
business by providing that neither progressive tax rates nor excess 
profits taxes shall apply to net corporate income of $25,000 or less. 

I have right here an incident of my lack of knowledge as a tax 
expert. I was applying 1949 figures in the printed statement, but 
I have corrected them to the present tax law, I believe. 

On this subject let us assume that the small manufacturing company 
has assets of a replacement value of $500,000, that its stock is closely 


held, and that its market value is $250,000. Also assume that under 
present tax laws it has a net income of $25,000. The normal corpora- 


tion tax of 25 percent would equal $6,250, leaving $18,750. Dividends 
paid of $7,500 would equal 3 percent of market value, leaving $11,250. 
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Adding to this an assumed depreciation of $7,000, normal for this 
sized corporation, you have $18,250 for replacement of worn-out 
capital equipment. This for a malleable-iron foundry is entirely 
inadequate when a new annealing oven often costs over $15,000, 
sand-handling equipment costs several hundred thousand dollars, 
duplex melting about $50,000, a wheelabrator tumblast $10,000, cor 
oven about $7,500, with automobile trucks and fork-tru KS costing 


less. 


In a feast-and-famine industry, which usually is more famine than 
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250 available for capital equipme! 
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for more than 1 year out of 4 The Department of Commerce 
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figures show that while 70 percent of the whole number of corpora- 


tions earn less than $25,000 as taxable net income this 
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all about cushion. It is possible that the Federal departments, com- 
missions, and agencies in submitting figures to the Secretary of the 
Tre ‘asury or the Bureau of the Budget, did not have sufficient politic al 
training to provide for some cushion and also for pet projects entirely 
unnecessary In fe serious period we are in, a period in which the 
existence of the Government may be at stake? Senator Byrd in his 
release of February 4 last, declares many items needlessly increased 
and points out many unnecessary projects. 

During the progress of my experience with 16 county budgets, 
department heads when accused of providing for cushion would always 
reply, “Well, if I don’t need it, you know I won’t spend it.” That 
may be possible in Essex County, but | don’t think it is in Washington. 

| appreciate that your committee is concerned with ways and means 
and not with appropriations, but certainly it is the duty of the Con- 
gress to eliminate all amounts not absolutely required and all projects 
not absolutely necessary during the present critical times. 

l understand that the President’s request of $71.6 billion, if acceded 
to, would take out of Essex County, N. J., in Federal taxes, an esti- 
mated $447,434,000. Essex County, though you may not suspect it, 
has a population of 901,000, which is greater than that of each of 13 
States and has greater ratables than each one of 27 States. Still the 
total tax levy for the year 1950 to operate all the functions of Essex 
County was $13,417,893 and the total tax levy of the 21 municipalities 
in Essex County for 1950, including the county tax, school tax, and 
bank stock tax, was $75,095,782, about one-sixth of what Essex 
County would pay for a Federal budget of 71.6 billions. 

The theory of taxation is that taxes are imposed for the support of 
the Government in return for the general advantages and protection 
which the Government affords the taxpayer and his property. Pos- 
sibly some of the citizens of Essex County will not be able to equate 
with $447,434,000 the advantages and protection which the Govern- 
ment affords. 

The tax problem may be interrelated with the problem of inflation, 
but as I said before, | am not an economist. I appear merely as the 
operator of a small business trying to impress upon your committee 
the difficulties imposed on small business by increased taxation. 

I ths ink you. 

The Caarrman. Mr. Kean? 

Mr. Kean. Mr. Van Duyne, where did you get that figure that 
Essex County would only pay $447 million? I have always figured 
the percentage paid by Essex County was very much greater. The 
total cost of this budget for the State of New Jersey is $2,200 million, 
and Essex County represents a good deal of the wealth of the State. 
The figures, that I have, show the figure being closer to $700 million 
than it would be to $447 million. I think you based that merely on 
the proportion of the population in Essex C county as compared to the 
population of the whole State. 

Mr. Van Duyne. I think it is based in accordance with the ap- 
proved budget method. Essex County’s share is based on population 
and sales 

Mr. Kran. Essex County pays a bigger proportion on account of 
the business that we have there than does Cape May County or some 
of the counties that don’t have so much business. 








REVENUE REVISION OF 1951 1169 


Mr. Van Duyne. I think your figures are nearer correct, but 1 was 
taking the figures of the Department of the Budget 

Mr. Kran. I think it woul be about $700 million. 

Mr. Van Duyne. The State’s figure, as I understand 
million instead of $200 million. 

Mr. Kean. $2.4 billion as I figured it very quickly here. 

The CuarrmMan. Further questions? If not, we thank 
much for your appearance and the information you have 
committee 

Mr. Van Duyne. Thank you 

Mr. Curtis. Mr. Chairman, I ask unanimous consent 
the record at this point a statement prepared by Mr. John |] 
Minneapolis, Minn 

The CHarrMan. Without obj; 

The statement follows 
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Section 435 
the period from January 
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which ends after April 1, s penalized in computing 
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Listed here is the annual rate of corporation income before al income tax 
by calendar quarters Che figures are taken from 1949 Statistical Supplement 
Survey of Current Business of the Department of Commerce, for 1945 to 1949 
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To illustrate the point we are making we will assume a corporation has a fiscal 
year which ends on June 30 This corporation to establish excess profits net 
income of the base period, 1946 to 1949, must use parts of five income years 
beginning July 1, 1945, and ending June 30, 1950. The corporation is requir 
to divide the income of ea f the 5 years by the number of mor 
year and arrive at an incon month, The income per 
in accordance with the income year in which it is earned 
constitute the base period 

The sample corporation to get the excess profits net income 
months of the base pe riod, Js lary 1, to June 30, 1946, is requir 


income year which ine] i¢ t ast two calendar quarte rs of 1945 ; 


first two calendar quarters of 1946. It is immediately evident fron 

figures that, because annual rates of income for this period of time are the lowest 
of any of the succeeding period, the corporation is at a disadvantage to corpora- 
tions who do not have to use a part of 1945 to establish income for } , 
} 1; 


+} andi 


base period. A calendar year corporation would not have this hs 
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It is als mediately evident that a corporation with a fiscal year which ends 
on March 31 has an advantage over calendar year corporations. ‘This corporatior 
does not include in base period income any of the low earnings for the first calendar 
quarter of 1946 and in addition is permitted to use the higher earnings of the first 
lar quarter of 1950 
corporation with the fiscal year which ends on June 30 is therefore at a 
e calendar vear corporation and is at an even greater disad- 
rporation whose fiscal year ends on March 31. It will be 
disadvantage is partially offset because of increased rates of 
t calendar quarter of 1950. This does not compensate for 
two reasons: (1) The calendar quarters to be included in 
instances the number of calendar quarters included in 
h are extremely low, and (2) the low earnings for the last 
he first quarter of 1946 are lower proportionately to the earnings 
uarters than the increased earnings for 1950 are higher thar 


iar 
larters For instance, the last quarter of 1945 is less than 

tv of subsequent quarter 
Income for 1943, part 2, issued by the Treasury Department 
vear 1943 corporations who reported income for the vear 
Out of this entire grou ynly 52,269 of the corporations 
end after March 31 his is approximately 18 percent of 
ich reported income This same publication also shows 
filed excess profits tax returns on which an excess profits 
Of the excess profit ax returns filed only 23,816 used 
letermine their exces rofits tax credit. If we assume 
profits tax returns filed which used the income method to 
profits tax credit had fiscal years which ended after March 


ately 4,300 corporations are involved in the ‘“‘base period’ 
number of corporations and the percentage of all corporations 
of this the correction of this inequality should not involve 
1e to the Treasury De partment We do not advocate that 
inequitable treatment of any group of taxpayers if the loss 
but beeause of the present need for additional funds, it is 


mav be achieved in this instance without undue loss of 
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ir analysis 
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rT hn we propose ) 
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ua 


As used in this subchapter the term ‘base period’ means 
r Januarv 1, 1946, and ending December 31, 1949, except 
of a taxpayer whose first taxable year under this subchapter 
ixable vear which ended after December 31, 1949, and before 
{1 which began before January 1, 1950, the term ‘base period’ 
iding with the close of such precedl! vy 

the case of a taxpayer whose firs r wr under this sub- 

or cludes a tarabl before January 1, 

Varch 31, 1950, the t 1se period” at the option of the 


ng with March 31, 1950. 


Harvey W. Moore, 
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Me 
18 consecutive months er 
; 


ai eri lof 8S conseculive months end 


The CuatrMan. The next witness is Mr. 
Charlotte, N. C., representing the American Cotton Manufacturers 
Institute. Mr. Moore, will you please give your name and address 
and the capacity in which you appear to the stenographer for the 
benefit of the record. 
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STATEMENT OF HARVEY W. MOORE, CHARLOTTE, N. C., CHAIR- 
MAN, LEGISLATIVE COMMITTEE, THE AMERICAN COTTON 
MANUFACTURERS INSTITUTE 


Mr Moore. My hame 1s Harvey W. Moore, Charlotte, N. C | 
am president of the Brown Manufacturing Co. and the Roberta 
Manufacturing Co., two cotton mills located in Cabarrus County 

The CuarrmMan. I am pleased to state from my own personal 
knowledge that Mr. Moore enjoys the complete respect and confidence 
of the people of North Carolina both as an outstanding citizen and as 
a successful businessman 

Mr. Moore. Thank you, Mr. Chairman 

l am also chairman of the legislative committee of the Ame 
Cotton Manufacturers Institute, whose headquarters are in Cl 
N.C., and I am appearing today in behalf of the institut 

I would like to state to the rest of the members of t 
that I am very proud and justly proud that the mills that I repr 
are located in Mr. Doughton’s district. We people of North Car 
are very proud of it. lf am asking permission to file a statement, 
Chairman. 

The CuarrmMan. Without objection that may be done 

Mr Moor Thank you, sir I have on my right Mr. Jame 
Rankin, my friend and counselor, who helped me prepare this state- 
ment. 

Our institute is the Cel tral trade association ior the entire cotton 


hie committee 


as its spokesman in matters of 


manufacturing industry and serves 
. of ‘ rt’ -P — . . { | . 
general and national Interest Che InNauUSsEry Is one ot the count \ 


largest, providing direct employment to more than 500,000 people and 


qT } 


having a production output now valued in the primary mat 
more than $7 billion per year. Its scope of operations extends ov: 
many States in all section f the Union, and it ts « sper ally impo 
throughout the area extending from Maine to Texa 

The industry units are numerous, being about 
The size of each unit is small relative to the whol 
less than 4 percent of the industry’s spindleage s, and 
time has beet lj CLIN as the most competitive a 1d indivi 

' mntry najor manufacturing industries, and for that rea 
represents to the maximum degree the spirit of free business enterprise 
member mills of the American Cotton Manufacturers Instit 
Inc., are distributed throughout the industry’s entire area and operate 

approximat« Ly S5 percent of the industry ’s total spin les. 

\s this country enters upon a status of preparedness for war we 
recognize the need for increased public revenues and the shouldering 
of additional tax burdens by all taxpayers. Government income must 
be increased, of that there can be no doubt. It will be the concern of 
Congress to distribute that burden fairly and equitably without favor 
or prejudice to any one group 

The President has proposed that $3 billion of extra revenue be 
gathye red from excise taxes, $3 billion from corporation income taxes, 
and $4 billion from individuals. The Secretary of the Treasury, Mr 
Snvder, has testified before the House W ays and Means Committee 
in support of that allocation, filling in further details of the Presi- 
dential proposal. Particular stress (p. 3 of the mimeographed state- 
ment of the Seer tary belo he Committee on Ways and leans of 








1172 REVENUE REVISION OF 1951 


the House of Representatives, February 5, 1951) was laid on the rate 
structure as a means of counteracting the forces of inflation by taking 
the funds through higher taxes out of the hands of those who would 
spend them, presumably for consumer goods, and channeling them 
into the defense effort. If this were done the bill would have the 
double effect of raising revenue and keeping down the cost of defense 
purchases. 

In the fulfillment of this purpose care should be taken not to place 
unwittingly into the act “built-in” inflationary features, such as tax 
rates so high that extravagant and wasteful expenditures are made 
rather than give the bulk of these costs to the Government. Incen- 
tive to spend in this way is doubly wasteful in time of public emergency, 
for on the one hand it saps productivity and on the other it deprives 
the Government of revenue. 

Some specific recommendations concerning subjects touched on by 
Mr. Snyder are considered below. We believe they will further his 
announced objectives and we urge their consideration as proper 
measures in formulating the revenue bill. 

Corporate taxes, time for consideration of the bill: In attempting to 
levy any set of rates upon the national corporate income all due 
attention ought to be paid to the expected income of the particular 
year on which the rate is to be based. Congress has recently put into 
effect two tax changes affecting corporations: increases in normal and 
surtax rates; and on top of this structure an excess profits tax. We 
have not vet had time to survey the experience of these increases and 
assess their effect. In selecting his estimate of corporate net income 
for 1951 Secretary Snyder has arrived at the aggregate sum of $43 
billion, a figure which we believe to be too low. The Council of 
Economic Advisers has estimated that on an annual basis corporate 
profits in the third quarter of 1950 were $46.4 billion and in the fourth 
quarter $48.0 billion. These estimates appear in the February 1951 
issue of Economic Indicators, published by that group. By March 
15 corporate income returns for the past year will have been filed, and 
we will shortly thereafter have reliable figures on which to base the 
rate, as well as a truer index of the revenue which will flow into the 
Treasury. It would, therefore, appear best to wait until after the 
March 15 figures are known before setting the rates. This date will 
also give true figures for individual income. 

Nondefense expenditure: All nondefense expenditure ought to be 
reduced to the bone, and all expansion of social programs should be 
postponed. At a time when new governmental agencies are being 
built for preparedness purposes and clerical personnel to man them 
assembled from wherever they can be found, other governmental 
offices ought to contribute from their staffs. At a time when money 
flows in more abundant streams to the public coffers there is an in- 
evitable tendency toward ‘empire building” in all walks of Govern- 
ment, a malignant evil which we think should not be tolerated. 
Nondefense functions should be minimized in time of emergency, and 
their reduction or elimination will impart more strength and freedom 
to our defense activity. With full employment there will be less 
need for many governmental activities. There are many bureaus 
and agencies whose primary or additional functions are to encourage, 
to add to, and to stimulate certain phases of our peacetime economy. 
These pressures ought to be removed during this period of prepared- 
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ness. By so doing we can not only save expense but also eliminate 
working at cross purposes. If the manufacturer of nonessential goods 
is to be expected to convert to war or go out of business, so also should 
the nonessential Government administrator. 

A number of men in both branches of the Congress have stated that 
the proposed budget of $71 billion can be cut at least 10 percent with- 
out injury to the defense program and we believe this should be done. 

Rates: We urge a normal and surtax rate which together will not 
exceed 50 percent. To take in taxes more than one-half of the net 
return will diminish the incentives to expand production and increase 
efficiency to the ultimate injury of our preparedness program and our 
national economy. The present national program as it relates to 
taxation, as well as to price and production controls, is not designed 
for the immediate prosecution of a major war. Its purpose is to 
strengthen the economy in anticipation of a possible major war. The 
strengthening of the economy is not accomplished by discouraging 
production effort and putting difficulties in the way of industrial 
expansion. Just the reverse is necessary, if our aim is preparedness 
for war. The flow of investment funds should be facilitated; the 
accession of capital foods should be encouraged: production volume 
should be expanded to the utmost in those directions appropriate to 
preparedness for war. 

This is the period of the build-up The most ayailable and ready 
source of funds for expanding industrial facilities lies in the earnings 
of the corporations themselves, and they cannot be plowed back into 
the business in proper measure where the Government takes an ab- 
normal slice of earnings as they arise, As the yvears £o by, present 
buildings and machinery obtained at prewar prices will deteriorate. 
Even to stand still a corporation will need more than allowable 
reserves, and must draw upon earnings. Depreciation reserves ar‘ 
not enough to provide new buildings and new machinery even on a 
replacement basis, and we may not stand still but must improve, 
enhance, and enlarge to win the battle of production. 

That which the Government takes will not be available for this 
purpose. Accordingly, the share remaining must be ample for 
additions to production capacity, so vitally needed, if we are to have 
more planes, guns, textiles, and every other kind of defense material 

We are embarking upon a long-range program, and short-term 
considerations should not intrude. The conquering power of this 
country, though we count only 7 percent of the world’s population, 
is its power to produce and to expand its capacity to produce, and 
this is the power which Russia knows and fears. We are at this time 
in a state of semiwar, which may go on for years, and we must not 
injure the mechanism in order to extract a greater temporary output. 
For the Government to become the majority partner in the profits 
of every business enterprise will discourage investment activity and 
disrupt the flow of capital to important ventures. Without hope of 
profit, capital will not risk itself, and we have need of every resource 
we possess in this preparedness struggle. 

[ call your attention to what Mr. Snyder said on page 9 of his 
mimeographed statement 

I am aware that a corporate rate of 55 percent would raise serious equity and 


incentive col side rations 
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We believe 50 percent is the outside figure under present conditions, 
The purchase of additional equipment is a vital element in our defense 
effort. Growth is essential. Whether the capital comes from 
earnings retained in the business or from new equity or borrowed 
capital, it must come from somewhere; and, if unwisely graded tax 
rates have lifted the funds from available sources, the expansion will 
not take place 

The over-all limit, including excess-profits tax, in our opinion ought 
not to exceed 65 percent. There is no reason. why an increase of X 
percentage points in the normal tax rate should be matched with an 
increase of X percentage points in the over-all rate. Since the latter 
is higher, the increase ought to be less. If we exceed these peril 
points, there will likely be a clamoring demand for the provisions of 
subsidies to even the strongest companies. The American public 
does not like subsidies out of public moneys, and they will be recognized 
for the unhealthy thing they are. Let us avoid them. 

Effective date: The effective date of the increase should be July 1. 
It seems probable that individual rates will be increased commencing 
from a certain date within the year following the passage of the act 
rather than retroactively to any date, because of the close tie-in of 
the withholding tax on salaries and wages, which cannot be made 
retroactive aw which calls for increased taxes is for the fiscal 
year beginning July 1, 1951, and that will be the most feasible effec- 
tive date for the increase. Considerations of equity require that the 
increase be applied to both classes of taxpayers, corporation and indi- 
vidual, at the same time. Corporations are bearing an extra burden 
anyway in the speed-up of payments involved under Congressman 
Mills’ plan 

Individual taxes, dividend credit: At a time of high tax rates the 
destructive effect of double taxation upon corporate income when it 
occurs and again upon the division of what is left when it is distributed 
as dividends is especially visible. It is notably apparent in the case 
of the small corporation, owned by its active officials, who see the 
fruit of their labors flow into their hands as corporate officials and 
compare the fraction they have left when they have twice dealt with 
the tax collector. Income from corporate equity capital bears an 
unjustified share of the tax burden, and the disparity ought not to be 
enhanced and widened by the incidence of greater tax levies. It may 
well be that our country ought to be taxed till it hurts, but we ought 
not to give an extra turn of the screw to one class of income. 

To relieve this inequity In some measure, we suggest a 20-percent 
“dividends received” credit. In operation and effect, it would be 
similar to the S5-percent credit for dividends received by corporate 
taxpavers, which exists for similar reasons. 

Capital gains: We believe that there should be no change made in 
the present law with respect to capital gains, either as to rates or hold- 
ing period. In order to encourage investment in business, it is neces- 
sary that there be a ready market for the sale of securities. If the 
rate is increased or the holding period lengthened, barriers will be 
created to that free trade which is so essential for American business 

Sale of property used in the business: No change should be made 
with respect to the treatment given the sale of business property under 
section 117 (j) of the code. 
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Withholding taxes on dividends: In view of the repute d large-scale 
loss of revenue through the failure of individual taxpayers to report 
dividends, it seems advisable that, as suggested by Mir. Snyder, a 
10-percent tax on dividends be collected at the source If one-quarter 
of a billion dollars is be ng lost to the publ ec coffers yearly thro ih 
individual failure to report fully on dividend income as claimed by 
Secretary Snyder, it seems worth while to extend the withholding 
principle to div dend puavine ts 

We feel that it is incumbent upon us, and only fair at this tims 
that we call to the attention of vou rentlemen the burden and expense 
of tax collection that is already put upon corporations To mention a 
few, we have social-security taxes and other withholding taxes that 
we are already forced to collect without reimbursement of exper 
We are, as maicated, gong one with the Secretarv of the T 
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STATEMENT OF CLARIS ADAMS, PRESIDENT OF THE OHIO STATE 
LIFE INSURANCE CO., COLUMBUS, OHIO, CHAIRMAN OF THE 
JOINT COMMITTEE ON FEDERAL INCOME TAXATION OF LIFE- 
INSURANCE COMPANIES OF THE AMERICAN LIFE CONVENTION, 
OF CHICAGO, AND THE LIFE INSURANCE ASSOCIATION OF 
AMERICA, OF NEW YORK, ASSOCIATIONS OF LEGAL-RESERVE 
LIFE-INSURANCE COMPANIES 


Mir. Apams. Gentlemen, my name is Claris Adams 
of the Ohio State Life h rance Co. of Columbus, Ohio 
The CHatrman. How much time will you require fo 
ment? 
Mr. Apams. I think about 20 minutes 
The CuarrMan. All right. You may proceed 
Mr. Apams. It is a very u tant matter to us, su 
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I appear here, however, as chairman of the Joint Committee on 
Federal Taxation appointed by the American Life Convention and th« 
Life Insurance Association of America, two trade associations com- 
prising approximately 225 life-insurance companies which have in the 
aggregate more than 95 percent of all the life insurance in force in the 
United States. I appear under directive from this committee upon 
the authority of the governing boards of both of these bodies to stats 
that it is the unanimous opinion of our committee at this time that th: 
so-called stopgap legislation which became a law in 1950 but expired 
by its own terms on December 31 should be extended for another year 
Later, we may have some recommendation for permanent legislation 
However, we have no alternate suggestion now which we believe would 
be an improvement on the act of 1950. 

Gentlemen, the institution of life insurance serves 80,000,000 Ameri- 
cans. It is the principal custodian of their permanent savings. It 
follows that no enterprise has a greater stake in the strength and se- 
curity of the Nation and the general health of our economy. Gen. 
Franklin D’Olier, until recently the distinguished president of the 
Prudential Life Insurance Co., spoke for the entire business a few years 
ago when he said, “In the long run, what is best for America is best for 
life insurance.” 

Life-insurance men believe that paying the necessary cost of making 
the United States invincibly strong, if possible in this menacing world, 
is providing insurance upon the life of the Nation. We know that 
current sacrifice is the inevitable price of future security. We believe 
that every segment of the population should bear its full share of such 
sacrifice. 

We believe also that, to the full limits of its capacity, America 
should pay as it goes. We know the economic nec ay of high taxes 
No one has a greater duty to fight the destructive forces of inflation 
Our beneficiaries are among the most pitiable victims of its devastating 
forces. We know that, unless taxes are high enough to operate as an 
economie governor, inflation cannot be controlled. 

However, we think that we may with propriety point out that life 
insurance itself is an anti-inflationary force of great magnitude and 
great significance, as has been pointed out by the Treasury on more 
than one occasion. Dollars saved through live insurance are not spent 
in the market place. They do not push up prices. They are diverted 
from the inflationary stream now threatening to rise above the flood- 
mark. 

Higher taxes we are prepared to pay, but excessive ones, to the 
extent that they would act as a deterrent to saving through life in- 
surance, would diminish the power of the business as one of the strong 
anti-inflationary forces in the Nation. We believe that we may also 
with propriety point out that a garrison state with its attendant 
austere economy can affect life insurance no way except adversely. In 
a controlled economy, rigidities of fiscal policy reduce our interest earn- 
ings which are an integral part of the life-insurance process. Credit 
restrictions constructively conceived and equitabiy applied have our 
unreserved support. Nevertheless, they will limit our investment 
opportunities. Inflationary processes increase our costs radically, 
and in view of the fixed character of our premium income we can pass 
them on to our policyholders only to a very limited extent. The 
same thing is true of taxes. And if war should come in this atomic 
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age our mortality potential would be appalling, a matter of serious 
moment indeed. My point is that life insurance is not among the 
beneficiaries of an inflationary war economy which brings greater 
profits to many others. 

In his appearance before this body on February 6, the Secretary of 
the Treasury said that this committee is well aware of the difficulties 
and the complex issues involved in life-insurance taxation. The diffi- 
culties are inherent in the subject. The corporate-income tax is a 
profits tax levied upon the annual operations of an enterprise. This 
concept is not applicable to life insurance. Life insurance is funda- 
mentally a long-term business, and its corporate income can be de- 
termined only by a long-term measurement. Life-insurance com- 
panies neither manufacture nor purchase a product which is sold or 
inventoried within the year. Life insurance sells no service to be 
performed within a short space of time. Life insurance makes no 
investments, or very few on a short-term basis. Life insurance as- 
sumes no risk as fire and casualty companies do for a limited deter- 
minable period, at which time they can calculate by the calender the 
results of their operations. 

Life-insurance companies enter into contracts as quasitrustees. 
They may be called upon to perform within 24 hours. On the other 
hand, the obligations of their contracts with policyholders and bene- 
ficiaries may extend literally over a hundred years. Life insurance 
operates on the law of averages. It is the very nature of averages 
that large numbers and extended period of time are essential to their 
validity. Current reports of the companies are based not merely 
upon their income, expenses, and losses for the year in question, but 
include also an estimate of future liabilities. This estimate of future 
liabilities involves not only forecasts of mortality experience, but 
also of interest rates, the effect of economic conditions upon the value 
of assets and the trend of taxes and expense levels, all for long years 
in the future. Furthermore, these estimates must be measure: 
against a fixed price of premiums, which are changes as a matter of 
continuing contract at levels set 10, 20, or even 30 vears ago. Par 
thetically, some of them were quoted when there was no income tax 
and others when the tax was very low. 

I anr not arguing that life-insurance companies should pay no tax 
to the Federal Government, particularly now in view of the great 
necessities of the Nation. I am trying to point out why the general 
corporate tax plan is wholly inapplicable in theory and entirely 
unfeasible in practice as a tax on life-insurance operations This is 
not a mere assertion based on speculative argument, it is a fact tested 
and proved by an abortive experience. 

From 1913 to 1921 life-insurance companies were taxed upon a 
crude adaptation of the general corporate plan. Under this law the 
companies were taxed in substance upon their annual increase in 
assets over liabilities. In the first place, the valuation of assets was 
involved. In the next place, constant controversy developed over 
liabilities. As stated, calculating the liabilities of a life-insurance 


company involves an estimate of the cost of carrying out contracts 
far in the future under widely varying conditions. The life-insurance 
companies wanted to estimate their laibilities high enough, and, 
therefore, allocate sufficient assets as st curity for them, to be abso- 
lutely safe. In life insurance, safety is a paramount consideration 
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The Treasury wanted to estimate their reserve liabilities low enough 
to get the maximum tax. ‘There was a great amount of litigation, but 
there was not a great amount of tax. This law was satisfactory t 
no one, least of all the Government. It was finally repealed, to th 
relief of everyone, upon the jomt recommendations of the Treasury 
and the companies. Furthermore, it did not produce the revenue 
expected 

The experiment was foredoomed to failure. Its defect was funda- 
mental. It was an attempt to apply a similar measure to unlik 
things, it: General commercial enterprise and the business of 
life Experience under this law makes a statement of thi 
Treasury staff made to this committee a vear ago, to wit, that th 

Actuarial problems and uncertainties involved in the life-insuranc 
business raise difficulties in measuring the net income on a_ basis 


comparable to that ol other corporations’ a conspicuous example 
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an 
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required to maintain reserves. Each time the 
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In the war years the companies as a whole invested more than 
one-half of their assets in Government bonds. The rate on the 
longest Government issues was fixed at a rigid level of 2% percent. 
This 2 rate was materially lower than the assumptions which had 
been made on almost all outstanding policies. The time, therefore, 
came when the companies in reality had no interest earnings on excess 
of outstanding commitments upon which the tax could be exacted. 

In 1950 a new law was passed which was grounded upon the same 
principle of taxing excess interest earnings, but it fixed the interest 
reserve deduction at the average reserve interest rate employed by all 
companies at any given time. It cannot get out of gear because it is 
based upon the current fact instead of future estimates. However, 
the average of all companies is used instead of the specific assumption 
of each company. 

In every law based upon this theory, that of 1921, 1932, 1942, and 
1950, all companies have been allowed the same deduction; that is, 
in 1921 all companies whatever their reserving rate, were allowed 4 
percent interest earning upon their reserves, in 1932, 3%, and in 1942 
a weighted average rate which resulted in the same rate of deduction 
for everyone. ‘This principle of the uniform deduction has been 
carried through in the act of 1950. 

In the act of 1950 the investment income of all companies is aver- 
aged to a certain extent. The Secretary of the Treasury determines 
each year what the average percentage of interest income earned by 
all companies was found necessary to maintain reserves. This per- 
centage is applied as a deduction to the interest earnings of the 
individual company in the subsequent year and each company is 
taxed on the excess of such interest earnings at the going corporate 
rate. 

The reason for such averaging is highly technical, but the over- 
whelming majority of the life-insurance companies agree that it is 
fair. ‘There are a few dissenters to this averaging process. ‘Two very 
fine gentlemen representing two very fine companies will appear in 
opposition before this committee. However, less than half a dozen 
companies have voiced opposition among the 225 companies belonging 
to the two associations for which I am spokesman. These companies 
in the aggregate have more than 95 percent of all the insurance in 
force in America. My own company which is many times smaller 
than those represented by the distinguished gentlemen who will appear 
in opposition pays three times as much tax under the law as it is, 
than it would pay under the principle which they espouse. Never- 
theless, I am in favor of the present law because I believe that it is 
fair. 

The necessity of averaging grows out of the fact that, within certain 
rather strict limits, the State laws permit companies to choose the 
interest basis upon which they value their reserves. The lower the 
interest assumption, the higher the reserves will be. That is, it 
takes more money accumulated at 2% percent to make a thousand 
dollars in 20 years than it does at 3i, percent. However, with com- 
panies of equal assets and equal earnings unless an averaging process 
is indulged in, the higher the reserve interest assumption the greater 
the deduction will be. Therefore in the absence of averaging, with 
companies upon an equal basis otherwise, the lower a company’s 
reserves are, the greater its tax deduction. We believe that no tax 
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law should put a premium upon lower reserves. On the other hand it 
should not penalize a conservative company, the officers of which 
believe that they should increase reserves in the interest of safety to 
policyholders. ‘That is the whole story of averaging. It is a simple 
one. We believe that it is a sound concept and in accordance with 
public policy. 

Furthermore, the present statute has the effect of taxing companies 
almost exactly according to size. Without the averaging feature 
great discrepancies arise. In 1949, for instance, in the absence of an 
averaging formula a certain moderate-sized company in New England, 
ranking approximately fifteenth in size, would have paid more in 
taxes than the second largest company in the United States which is 
15 times as large. 

The New England was human enough not to like that and the 
New Jersey company was smart enough not to like that, so they both 
agreed on the averaging 

I do not say that someone may not come up with a simplified method 
which can be individually applied and which will accomplish sub- 
stantially the same result. As a matter of fact we are searching for 
such a formula now. However, I do say that the present law is 
fairer in its operation between companies than any alternative yet 
suggested. 

Considerations which make excess interest the true measure of the 
corporate income of life-insurance companies and therefore a proper 
basis for levying an income tax apply with greater theoretical force 
to mutual life-insurance companies than to stock companies. Actu- 
ally, however, there is little essential difference either in principle or 
practice in the two operations. Both types of companies sell basically 
the same product in the same market at a comparable price in one of 
the most strongly competitive fields in America. 

Life insurance differs from all other enterprises in this respect, that 
the mutuals dominate the business. The seven largest life-insurance 
companies in the United States are mutuals. They have 55 percent 
of the assets and 55 percent of the income of the entire business. 
Approximately 80 percent of all insurance in force is on the mutual or 
participating plan. Obviously, therefore, the mutuals fix the com- 
petitive pattern for everyone. I think our business is unique in that 
respect. Yet, neither individually nor collectively do they have 
anything approaching a monopoly. I know of no field where com- 
petition is so fierce and yet so fair. I know of no area of enterprise 
where the well-managed small company has a better chance of success. 
There are more Davids to each Goliath than in any business of which 
[ know. The giants have more than 400 competitors. Most of these 
small companies are stock companies. In many States, there is no 
statutory method for organizing a mutual. 

You will find, gentlemen, in New England, New York, New Jersey, 
eastern Pennsylvania, and in the District of Columbia the business 
is overwhelmingly mutual. In Ohio it is half and half. But if you 
go west or south or southwest of there, except Wisconsin, where there 
is one towering mutual, the Northwestern, the companies are stock, 
they are small companies operating and serving their own communities. 

One of the most wholesome things of the life-insurance business is 
that new companies are being organized all the time, good companies, 
sound companies, mostly stock companies serving, in general, their 
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own localities. A tax differential between stock and mutual com- 
panies would be an unbearable burden upon the young progressiv: 
stock companies, which are serving both life insurance and the Amer- 
ican public well. So far as I know, no tax bill ever enacted by any 
legislative body in the United States has made a differential between 
the two classes of companies. With a single exception, a company 
appearing here today, no mutual company has ever asked for a tax 
advantage in this fiercely competitive market. Both associations 
which | represent are clearly on record in favor of equal treatment 
The result of such discrimination would be fatal to many small com- 
panies, serious to most of them, and the net result would be to channel 
more and more of the business to the giants and less and less to their 
smaller competitors 

Congressman Lynch last year when this subject was up gave the 
short answer, “‘You just tax the stock companies all out of business 

Now Mr. Schmuck, who will follow me, will attempt to show that 
you can get a lot of taxes out of the stock company, but his figures 
would show on this base issue you would tax companies with 30 
percent of the business 64 percent of the tax and 75 percent of the 
mutuals 34 percent of the tax, and the stock companies would either 
have to mutualize or go out of business. 

The present law 1s DY all odds the best revenue producer that the 
Government has had. The Revenue Act of 1942 passed in wartime 
and levied at war rates brought in $34,000,000 on 1943 operations. 
On 1950 operations, the present law at a 42 percent rate will yield 
$72,000,000. On 1951 operations, if the rate is raised to 55 percent 
the return is estimated to be in the neighborhood of $120,000,000, 
True, the institution has grown, but 1 know of no other industry in 
which on a comparable basis the preparedness taxes of 1951 will 
exceed the war taxes of 1943 by such a relatively large margin. 

The exactions which we pay to the Federal Government are in 
addition to the taxes levied by the States. Public Law 15 passed in 
1945 says, “Congress declares that the continued regulation and tax- 
ation by the several States of the business of insurance is in the 
public interest.” The States have always taxed life insurance heavily. 
Last year we paid more than $135,000,000 just for the act of doing 
business. The policyholder is thus taxed through the companies at 
a rate of almost 2 percent on his premium for the privilege of using 
his own hard-earned savings to buy protection for his wife and children. 
The present Federal tax law would add more than 80 percent to the 
State imposition in 1951. This is a high price to pay for the social 
benefits which life insurance affords to the Nation. It is quite a 
penalty on the provident person who wants to take care of his own 
dependents through personal sacrifice. 

[ am sure that neither the President, the Secretary of the Treasury 
nor this committee however hard they are looking for legitimate 
sources of revenue would want to impair the institution of life insur- 
ance. However, in this connection a superficial view may well over- 
look the absolute necessity for an adequate surplus in a life-insurance 
company. The solvency of any company depends upon the integrity 
of its reserves. Reserves can only be increased, however, by the 
interest actually earned regardless of original estimates. If the as- 
sumed rate was 3 percent when the premium was calculated yet for 
a period of years it is only possible to earn 3 percent, the deficiency 
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must be provided by an adequate surplus accumulated for the purpose. 
If in times of economic stress the assets which support the reserves 
temporarily recede in value the deficiency must be supplied. There 
is an element of risk in every investment and if outright losses occur, 
and they do occur in reserve investments, the reserve must be repaired. 
If mortality temporarily runs high by reason of war or epidemics, 
claims must be paid. The surplus exists to take care of contingencies 
of all kinds which may arise and which have arisen in the experience 
of practically every company sometime in its history. The surplus 
guarantees the integrity of reserves and I repeat that the integrity of 
reserves is essential to company solvency. 

It is because life-insurance companies have maintained margins of 
safety in surplus accounts that the institution has survived war, 
pestilence, panic, and inflation with less loss to patrons than any 
similar organization in all the history of private enterprise. The 
institution has stood for 100 vears and now serves more than half the 
population—men, women, and children as the chief repository of their 
permanent savings because it has been permitted to keep itself safe. 

For many years this margin of surplus over estimated liabilities 
has averaged between 7 percent and 8 percent of assets. This is 
adequate based upon experience, but it is certainly not inordinate. 
Any tax aimed directly at surplus, which would make it impossible 
for companies of any type to maintain those margins of safety, which 
the consensus of the business regards as adequate, would be a direct 
threat to the whole institution 

There is an implication n some quarters that because certain life- 
insurance companies are large they should be taxed heavily. As a 
matter of fact these colnipatniles are big only because the vy owe so Many 
people so much money. In life insurance size is determined by the 
magnitude of liabilities. Where assets are great, indebtedness is 
vreat Of course, in the aggregate the modest savings of 80,000,000 
Americans—25,000,000 of whom are not even income-tax payers 
amounts to a sizable sum even in these days. Thank God it is so. 
This fund constitutes a national asset of greater significance than its 
dollars-and-cents value, because it consists of emergency dollars 
accumulated to meet family crises. One of the great problems of 
today is to protect these Savings of the provident portion of our 
population from the erosion of inflation and the threat of inordinate 
taxation. 

Life-insurance funds do not represent in significant degree the large 
accumulations of the rich. Life insurance is an institution of the 
average man. The savings of the average policyholder on deposit 
with the companies is about $700. The protection held by the average 
family insured is appfoximately 1% years of the breadwinner’s annual 
earnings. When you are taxing life-insurance companies you are not 
taxing rich corporations, you are taxing the orphan’s pittance, the 
widow’s mite, the slender competence of the aged and infirm. In 
taxing life insurance you are not taxing the profits of trade. You 
are taxing the incidence of great social benefits. One life-insurance 
company is possibly the largest financial institution in the world. It 
has almost $10,000,000,000 in assets, but has 33,000,000 policyholders 
who are sharing with each other hazard of an untimely death or a 
dependent old age and have invested on the average a little more 
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than $300 of their savings to purchase such protection for themselves 
and their families. 
We know that America must be armed and that the cost of pre 
paredness comes high. The security of this Nation is worth great 
sacrifice. Life insurance should carry its fair share of the burden 
But we would have you remember that the tax load will fall upon th: 
modest savings of simple people. They are the savers of the Nation 
the bone and sinew of America. However, they bid fair to become 
the forgotten people at the bottom of the economic pyramid. 
The Cuarrman. Mr. Jenkins. 
Mr. Jenkins. I should like to compliment Mr. Adams on his fin 
Statement. 
Mr. Adams, I think you have represented millions of people ir 
America very ably and at a very appropriate time. I wish I knew th 
insurance business sufficiently that I could question you intelligently 
on the many important facts in your statement. I congratulate thos: 
people whom you represent for having chosen you to come here to 
make this very fine statement. 
Mr. Apams. Thank you, Mr. Jenkins. 
Gentlemen, I want to say one thing to show that the life-insuranc 
companies are not just paying lip service to inflation. We have en- sup} 
gaged on a program of informing the public about the fundamentals toa 
of inflation. 1 would like to have our statement fighting inflation put ng 
in the record, if 1 may. 63.3 
The CuarrmMan. Without objection that will be inserted in the 1950 


record thro 
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the Government that a stiff program be employed to fight inflation. This aris: 
from the fact that an erosion of the purchasing power of the dollar cuts into thi 
value of savings which policy-holders have accumulated through life insurance 
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put into the Federal budget in the postwar period. Furthermore, although our 
military program must be sufficiently large to play our proper role in the preserva 
tion of freedom throughout the world, at the same time rigorous care should be 
exerted to insure that military expenditures are made efficiently and with a mini- 
mum of waste. 

TIGHTENED MONETARY AND CREDIT CONTROLS 


\ pay-as-you-go tax program is the cornerstone in the fight against inflation, 
but it is not enough to do the job. Its restrictive effects could be defeated by an 
expansion of credit and a resultant increase in the money supply, as well as by 
the spending of liquid assets which are now held in very large volume by the 
American people. The action which has already been taken by the Gevernment 
to curb real estate and consumer credit is highly commendable because much of 
the current inflationary boom lies in the housing and durable consumer goods 
fields. While we do not like to see housing, automobiles, or any other such goods 
denied to anyone, it is to the best interest of all of us that the Government restric 
tions have been put into effect. It is imperative that the real estate and consumer 
credit controls be watched carefully in order to insure that they have the desired 
restrictive effect, but it is not enough to rely solely on selective credit controls 
The Federal Reserve Board should have freedom to employ its general credit 
control powers in order to exert its maximum influence in the fight against inflation 
Steps which have already been taken by the Federal Reserve Board to raise th 
rediscount rate, and its efforts through open market operations to tighten com 
mercial bank credit and thus to bring about a rise in short-term interest rates 
have been in the right direction. The same is true of the Treasury’s recent 
decision to raise the rate on 5-vear notes. The guiding principle here should be 
that the Federal Reserve must be permitted to restrict bank credit even thoug} 
as a result interest rates must rise. Neither the Government nor the Americar 
people can afford a policy of easy money and low interest rates in a period of 
strong inflation 


ANTI-INFLATIONARY PUBLIC DEBT MANAGEMENT 


Through public debt management the Treasury can and has influenced the 
Much of the Federal debt issued during the war and postwar 
the commercial banks or the Federal Reserve banks with tl 
next severa 


money supply 
period is lodged it 
resultant effect of a greatly expanded money supply. During the 
vears the Treasury will be faced with heavy refunding of maturing debt, and 

polheyv u managing this debt should be directed toward getting a substantia 


nart of the debt out of the banking system into the hands of savers. The cor 


structive effect of this policy would be to reduce the money supply in the hands of 


the general public. Any new issues of Government debt should be placed outsid 


the banking system In order to accomplish these goals, it will be necessary { 
the Treasury to make its securities more attractive to all types of investors, whi 


means essential 


ly a higher rate on Government securities. 


STRONG WAGE-PRICE POLICY 


The Government, through concerted efforts by its various branches and 
means of appeal to public opinion, should strive to prevent further developme 
of the wage-price spiral. This means not only the avoidance of wage and salar 
increases designed to keep up with the cost of living—it also means the avoidance 
by business of unwarranted price increases 
control urged in this statement will fail unless at the same time the Government 
with the cooperation of labor and management, succeeds in holding down t! 
wage-price spiral. By the same token, if the controls urged herein are used ful 
much of the cause for the wage-price spiral will be removed. 


nt 


COOPERATION BY INDIVIDUALS AND BUSINESS 


These measures outlined above can go far toward fighting further price inflati 
but in the last analysis their success will depend upon a thorough understand 
by individuals and business of the forces which give rise to inflation along w 
the measures needed to combat it. With this understanding the American pub 
and business can be counted upon to cooperate with a determined program | 
Government along the lines set forth here to fight inflation. 

The main elements of action by individuals and business concerns in the fig 


against inflation are clear. Both groups should keep their spending for no: 
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essentials at an absolute minimum and should bend every effort to increase their 
current savings. Existing savings of individuals in the form of war bonds, bank 
deposits, and in other liquid forms should continue to be held out of the spending 
stream. Business concerns, as well as individuals, must refrain from hoarding 
goods. Scrupulous care should be exerted by both groups to conform with rules 
and regulations promulgated by the Government to control such things as rea 
estate and consumer credit. Finally, labor and management should cooperate i: 
stopping a further rise in the wage-price spiral. Real sacrifice by all of us 
needed to wage a successful fight against inflation. The objective is so com 
pelling that we must make that sacrifice, and it will be made only if effective 
controls compel it to be mace 
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poli Vy of easy money and iow ter t - na pe riod of strong i 

} In refund o if t Trea r policy should be 
getting § ubDstantial part of the edt ou » Danking svstem 1 
savers, tl ‘ing tl none ipplvy held bv the general public 
a} 


ould be ma laced outside the banking 


5) TI ver nt and | t hould pursue vigorou 


Government to halt 
ns cooperate fullv by ecuttir 
gs, as well as by conforming 
} 


spirit t I reg ior 1 by Government It will require al economic 


acrifice ‘ | es (Communist aggression success ly withou 
neurring fur r inflati it the American public, given sour adership | 
Government, can be count ipon to make that sacrifice. 

The Cuarrman. Mr. Eberharter. 

Mr. Eseruartrer. Mr. Adams, what is the total of the assets of the 
life insurance companies of the United States? 

Mr. Apams. $60 billion 

Mr. Eseruarter. They can assert a powerful influence on the 
economy of the country, as much as any other industry or any other 
activity? 

Mr. Apams. Definitely, and a very good influence. 

Mr. Exsernarter. How much taxes did the insurance companies 
pay last vear to the Federal Government? 

Mr. Apams. Last year $42,000,000. This year it will be $72,000,000. 
Under this law next vear it will be $120,000,000, 
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Mr. Enernartrer. With assets of $60 billion vour contribution to 
the activities of the Federal Government and defense will be $120,- 
000,000 next vear? 

Mr. Apams. All right, but, Mr. Eberharter, you will excuse me if | 
sav this, that is only one part of the picture. If you get $100,000 from 
a man today and give him a demand note for it and pay him interest 
on it. is that vour asset? This $10 billion does not belong to the 
Metropolitan; it is the trustee for 33,000,000 people who have about 
$300 each on deposit. So when you say the assets of the life insur- 
ance companies, those are the savings of 80,000,000 people and do 
not in any true social sense belong to the institution. That is thi 
point | am trying to make. 

Mr. Enernarrer. I understand that. I am sure that all the 
members of the committee appreciate that fact. 

Now the surplus of the insurance companies increased last year 
did it not? 

Mr. Apams. The surplus increased about $400,000,000, just about 
the rate that the companies have found it necessary to Maintain as 
a margin of safety all through these vears. 

Mr. Exernarrer. $400,000,000 additional went into the surplus of 
the life insurance companies? 

Mr. ApaAms. Policvholders. 

Mr. Eserunarrer. Policyholders. 

Mr. Adams. For their protection. 

Mr. Esernartrer. Is the burden of Federal taxation in the aggre- 
vate greater than the burden of the combined States’ taxation? 

Mr. Apams. No; the combined States taxed life insurance companies 
last vear something over $135,000,000, and one of the reasons, when 
Federal income tax started, that life insurance companies were taxed in 
a low way was that that has been one field that traditionally has been 
left verv much to the States. In Publie Law 15 the Congress said 
that was the policy of Congress. ‘There are very few sources left for 
the State of Ohio any more when we get through down here in Wash- 
ington. 

Mr. Enernarter. There are very few sources left anywhere. 

Mr. Apams. That is right. All the companies paid, as I say, 
about $135.000.000 to $137.000.000 

Mr. Esnernarrer. Most of the States will increase their taxes on 
life insurance companies, will they not, so that the $135,000,000 
State tax toll will probably become much greater? 

Mr. Apams. Of course we hope not, and I will tell you why. They 
do it by premium tax, and the tax relates not only to what we sell, 
heretofore, but on these premiums that we fixed in 1925, 1935, and 
1945, when we calculated the tax burden in calculating the premiums. 
Of course that always comes up. 

Now, there is a great difference in individual States. New York 
taxes are much lower than Oklahoma taxes, but the general burden 
is about $135.000.000 or $137,000,000. $137,000,000 was the exact 
figure last year 

Mr. Esernarrer. Is there any other industry than the life insur- 
ance companies that pays less in State taxation than it pays in 
Federal taxation? In other words, the life insurance industry is the 
only industry that pays less in Federal taxation than it does in State 
taxation; is that correct? 
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Mr. Apams. That I would not know. 

Mr. Esernarrer. | can see that is a kind of broad question 

Mr. Apams. I am not familiar with all of it. You understand, 
until the Supreme Court turned a somersault about 4 or 5 vears ago 
life insurance was supposed to be entirely not in interstate commerce. 
The States have always felt that was their particular dish. They 
started out to tax us to support the insurance departments for our 
own regulation. Now | suppose 5 percent of our taxes do not go to 
that; it is a source of general revenue and it is a very heavy tax 

Now if we are taxed relatively more heavily by the States than 
the Federal Government, you can argue that one way; I would argue 
that the other way because we are taxed so much more heavily by 
the States. 

And when you say business, certainly life insurance is a business 
if I engage in it, but it is not a commercial enterprise in exactly the 
same way, because we deal in liabilities, we deal in contracts. —. 

Now we have had pretty good mortality for a while, but when the 
last flu epidemic came—and you do not know whether this flu epi- 
demic that was in Great Britain is coming here—if that epidemic had 
not straddled the vear end, | mean October to December, and then 
January to April, some of the companies would have been in a very 
difficult situation. But it ended in April and they accumulated 
April and May payments. 

Mr. Eseruarrer. Regarding that point you made of the Supreme 
Court turning a somersault, you know the power of the Federal Govy- 
ernment is not limited in its taxation powers to taxing only those 
businesses engaging in interstate commerce. That decision in that 
respect does not make much difference as far as taxation is concerned 

Mr. Apams. To the best of my knowledge and belief, and I am 
not making a smart answer, but making a legal answer, the Federal 
Government is limited by nothing in their power to tax. I think 
that is probably correct 

Mr. Eseruartrer. Of course vou brought out a point toward the 
end of your presentation that this would really be a tax on the bene- 
ficiaries widows and orphans. Is that the point you made? 

Mr. Apams. Yes, sir 

Mr. EperHarrer. You know, we have people in business, let us 
sav companies that manufacture medicine, and they pay a pretty high 
income tax. Of course they pass that on to the sick people, do they 
not? So it can be said that we are taxing the poor, sick people who 
need medicine because we tax the manufacturer of medicine. The 
same thing could be said of a concern that manufactures spectacles or 
eveglasses. They are doing a great job for the people who are affletedi 
with poor eyesight. They pass the tax on to the people who buy the 
spectacles. It is the same way if we tax the insurance companies; 


they pass it down to the beneficiaries. So Il do not see the logic of 


that argument 

Mr. Apams. Of course I am responsible for these beneficiaries, that 
is my business, but the point is that, certainly, it would hit an indi- 
vidual, and I can well understand the medicine people who think 
they have an equitable point there. But in the life-insurance business 
it is not aone-shot deal or three- or four-shot deals. Man after man 
has died thinking that he was leaving his family reasonably well off. 
If he left them $150 10 vears ago, that was one thing, but this matter is 
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day by day, day by day, and their income depends on how much 
of this fund that they put here is taken by the erosion of inflation and 
the power of taxation. 

Mr. Eseruartrer. Thank vou very much. 

The CHartrmMan. Mr. Reed. 

Mr. Reep. Mr. Adams, I believe you have made a fine presentation 
I am interested in this subject of inflation. Was this document that 
you have put in the record gotten up by what they call the Life 
Insurance Protective Policy Association? 

Mr. Apams. No, sir; no relation whatsoever. This was gotten 
out by a committee and the chairman of it is Mr. Carroll Schenk, 
president of the Prudential Life Insurance Co. Among the members 
is Mr. George Harrison, former president, now the chairman of the 
board, of New York Life, and former head of the Federal Reserve and 
on the Atomic Committee during the war, a very distinguished gentle 
man 

Mr. Reep. | assume in that you point out very definitely the 
reduction in the purchasing power of the dollar, do you not? Do you 
state in there about what that dollar is worth today as compared to a 
few vears ago? 

Mr. Apams. It is not my statement. I think it does. I do not 
think it says so probably in dollars and cents. Those figures are 
thrown around pretty easily and sometimes they are pretty hard to 
prove. You can tell me that better than I can tell you. 

Mr. Reep. | do not have any difficulty proving it in my own mind. 
I did not know but that you had made a special study of it. 

Mr. Apams. No. 

Mr. Reep. | recall very vividly that Duke University made one 
of the greatest surveys I have ever read with reference to the effect 
of inflation on life insurance, endowments, and all those things, some 
vears ago. It certainly shows the devastating effect of inflation on 
nearly all of these institutions which means so much to the publi 
provided they are kept in proper form. Have you read that survey? 

Mr. Apams. No; I have not. 

Mr. Reep. | think you would enjoy it. 

Mr. Apams. Of course it is the beneficiaries of life insurance who 
sutfer a great deal. A lot of the other people living and working get 
some of the benefit passed on in increased wages and salaries. 

Mr. Reep. Inflation takes it all away eventually, if it is not held 
in check and stopped. The University at Frankfort on Main, Ger- 
many, realized 14 percent. They had one of the finest gilt-edged en- 
dowments of any university. 

Mr. Apams. I think, from a fully objective point of view, Mr 
Reed, that nobody differs very much in statements of principle. To 
the extent that we need to make America safe we want to pay the taxes 
and should. Now when it comes to integrating what is necessary and 
what else is necessary, that is a wide field of argument that it is not 
a life-insurance man’s proper province. 

The Cuarrman. Mr. Kean. 

Mr. Kean. From the point of view of the protection of those whom 
you serve, the question of preventing inflation is probably almost 
more in point than anything you would have to consider, is it not? 

Mr. Apams. We think so to the extent that an institution without 
governmental power can exert influence on it. 
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Mr. Kean. I am sorry to say this, but it seems to me that my life- 
insurance policy has been one of the worst investments I have made, 
owing to the fact that I have lived and the fact that the Government 
policies have resulted in such a reduction in the buying power of my 
wife when she gets the money 

Mr. Apams. Of course that is not because of life insurance 

Mr. Kean. No 

Mr. Apams. That same thing would be true of any other kind of 
savings. 

Mr. Kean. Any fixed income investment. 

Mr. Apams. That was not put into highly speculative things. The 
same thing is true of bonds 

Mr. Kean. That is true of anything with a fixed income. 

Mr. Apams. If you had left a trust fund and insisted that the 
trustees invested and reinvested in very conservative securities to be 
safe above everything else, vou would have started in with your 
144-percent Government bonds and would have finally gotten down 
to 245 percent and would have exactly the same situation. Now we 
have a choice between conservatism and safety and we sell safety 
and not income. I think we can do nothing else. 

The CuarrmMan. Mr. Martin. 

Mr. Martin. That leads me to this question. I have had a similar 
observation regarding my insurance as Mr. Kean. Who has bene- 
fited by this reduction of return to the policyholder that has been 
caused by inflation? I bought a policy and paid for it over 35 years 
of time at a different rate of values than I am now anticipating my 
beneficiaries will realize from the policy when it matures. Now 
what has jhappened to the loss that I have incurred? Who has 
benefited from it? 

Mr. Apams. Certainly not the company. We are just like the cow 
that gives you all the milk she has. Back 20 years ago conservative 
investments would bring 4 percent. Now they wiil not do it 

Mr. Martin. Can the result of inflation possibly be a greater power 
by the insurance companies to bestow on future policyholders a better 
rate or charge for the protection? Is it possible for that to be the 
ultimate result? 

Mr. Apams. It would be just the reverse of that, sir 

Mr. Martin. This situation will have some effect on what we do 
on anything bearing on the reserve or the stability of the reserve 
fund, for instance, a tax policy that might possibly cripple the reserve 
fund to some extent. 

Mr. Apams. Cripple the company’s ability to pay. 

Mr. Martin. We must try to figure out where the incidence of that 
action finally rests. 

Mr. Apams. It rests nowhere except on the policyholder. 

Mr. Martin. Suppose we do double the tax, whom are we affecting 
there? Who is going to stand the brunt of it? 

Mr. Apams. Mr. Martin, it cannot come from anybody except the 
policyholder 

Mr. Martin. I got that out of the discussion. I am just trving to 
enlarge on Mr. Kean’s comment. Who benefits from the money I 
paid on my policies and the reduction in the actual value of my 
policies for which I have been paying over the past years? 

Mr. Apmas. Of course there are two ways. As a matter of fact, 
you have the advantage. If your premium was calculated maybe 10 
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or 15 vears ago, it was a lower rate than the same premium would b 
now because 15 years ago it looked reasonable that we could make 
more interest than we make now. 

Where you would lose, and the only place you would lose, is that 
in the case of death or your retirement and endowment we could not 
give you as much income after your policy expires as we would hav: 
otherwise. That is the point. That was usually the case, sir, wher 
a certain rate was guaranteed but when we made extra we gave extra 
what was called excess interest. Of course the principal thing is pro- 
tection; that is the first thing. If you die, your widow always gets 
the savings but the income from it is less because we cannot earn as 
much on $1,000 for her, and neither can vou, as we could 20 years ago 

Mr. Marrix. Now the differences of opinion expressed and to by 
expressed before the committee today as indicated in your statement 
have more to do with the distribution of the tax between the different 
tvpes of companies? 

Mr. Apams. Mr. Schmuck, representing Acacia, will speak for him 
self. He will be against what I argued here on this averaging basis 
He thinks stock companies can be treated differently than mutuals 
I have given the best argument I knew how and have said that he 
represents the only company in the United States that asks a com- 
petitive damage for the mutuals. The Metropolitan does not, th 
Prudential does not, New York Life does not. 

Mr. Martin. You are not in disagreement as to the Government’s 
total tax? 

Mir. Apams. That ts right 

Mr. Martin. It is only in the distribution between the different 
tvpes of companies? 

Mr. Apams. That is right. And Mr. Jenkins’ very good friend and 
my very good friend, John Lloyd, represents the only other company 
He said to me, “Claris, we are good friends, we get on different sides 
of more questions.”” I said, “John, that is not because | am a mule,” 
and he knows what I am talking about 

Mr. Martin. You are largely in agreement, are you not, that if we 
should increase the taxes paid by insurance companies that would 
come out of the polievholders? There is no disagreement there? 

Mir. Apams. No, sir 

The Cuarrnman. We thank vou, Mr. Adams, for your appearanc: 
before the committee. 

Mr. Apams. Thank you very much, gentlemen. 

The Cuarrman. Mr. Llovd K. Crippen, vice president and actuary 
and Edward J. Schmuck, general counsel, Acacia Mutual Life Insur- 
ance Co., Washington, D.C. Will you give your name and address 
to the reporter and the capacity in which vou appear? 


STATEMENT OF EDWARD J. SCHMUCK, GENERAL COUNSEL, AND 
LLOYD K. CRIPPEN, VICE PRESIDENT AND ACTUARY, ACACIA 
MUTUAL LIFE INSURANCE CO., WASHINGTON, D. C. 


Mr. Scumuck. My name is Edward J. Schmuck. I am genera! 
counsel of the Acacia Mutual Life Insurance Co., Washington, D. C 
I am accompanied by Mr. Lloyd K. Crippen, vice president and 
actuary of the company. 
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Mr. Jenkins. Mr. Chairman, | should like to say at this point that 
Mr. John Lloyd, vice president of the Cincinnati Life Insurance Co., 
could not be here today. I should like permission for him to place a 
statement in the record follow ing t he remarks of this present witness 

The CHarrmMan. Without objection that may be don 

Mr. Scumuck. Acacia Mutual Life Insurance Co. appreciates the 
opportunity to be represented and to have its views heard by vour 
committee im your consideration of the income taxation of life- 
insurance companies \cacia is a mutual life-insurance company 
holding a charter granted by special act of the Congress of the | nited 
States. It is composed of 202,000 policyholders with total insurance 


in force of more than a billion dollars and assets of $22S muilhior 


Since the extended hearings before your committee on the top-g 


legislation (H. R 71, Sist Cong., later absorbed into 
Revenue Act Which established a special tax formula for 
companies for the taxable vears 1949 and 1950, at the hes 
the T asury proposals n February 1950 for permanent 
covering life-insurance ¢ : taxation, we have cont) 
study of that problen rld conditions in recent months 
turned our attention imcreasingtlyv the needs { Governme! 
for added revenue 
With respect to the taxat life-insurance Companies, we 
renewing the recommendat made to your committe 
vear that 
companies should be taxed dire 
Income, on a company-Dy-com 
v other artificial formula 
Piven to some torm ol 
neome basis r taxing k life-insurance companies 
We are firmly Wil i | at these recommendations 
and fair and will 11th) | I , ross mequities ol the indu 
averaging formula constituting the unique, unsound, and unfau 
ol taxing suran ompanices In addition, our st 
clearly | : | pro] als been adopted by the Congr 
tax reve urrentl nd in the foreseeable future, would 
substantially greater for the Government than under either t 
laid down in } p-O; ( slntion or the 1942 formula 
become effective ry Re 1Thit the (‘ongress acts ipon the 
of the stop-gap formula 
As we shall show lat: n this statement, taxes paid DY the life 
insurance companies for the vear 1949, if levied in accordance with our 
recommendations, would have aggregated approximately $124,000 ,000, 
The amount actually paid under the stop-gap legislation aggregated 
approximately 42.5 million dollars 


The history of Federal legislation affecting life-insurance companies 


indicates a keen appreciation by the Congress of the social and eco 
nomic Value of encouragimg the American people to make individual 
and independent provision for themselves and their dependents against 
the hazards of death and old age through the medium of life insurance 
and retirement benefit policies. We are confident, therefore, that 
your committee will keep before it in vour deliberations that amend 
ment of the tax law affecting life-insurance companies should not 
unpair the ability of individuals to acquire and maintain adequate life- 


insurance protection, 
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Our approach to the problem of establishing a fair and proper 
method of taxing life-insurance-company income, proceeds from the 
three basic principles which we have always considered fundamental 
to any tax law affecting the life-insurance business. These principles 
are as follows: 

The life-insurance industry as a whole should pay income taxes 
in an aggregate amount which is fair to the industry as a whole and to 
the Government. 

There should be a fair and equitable distribution of the aggregate 
income tax among the individual life-insurance companies comprising 
the industry 

The tax basis or formula should give recognition to the statutory 
and contractual obligation of each individual company for adding 
interest to its policy reserves. 

Approximately 68 percent of the life insurance in force in this 
country has been issued by mutual life-insurance companies. These 
companies are a form of cooperative enterprise owned by the policy- 
holders and from which, therefore, no individual proprietary interest 
derives any personal profit. The policyholders are the mutual life- 
insurance companies and all rights and privileges of these companies 
belong to the policyholders. The management of these companies 
are in effect trustees for their policvholders. 

The premiums paid by the policyholders of a mutual life insurance 
company are actually a deposit with the management of the company 
to cover the individual policyholder’s share of the mortality funds, 
the legal reserve to support policy obligations, and the operating 
expenses. As a cooperative enterprise, a mutual life-insurance 
company might reasonably contend that it should not be subjected 
to an income tax. However, it is not now, and never has been our 
position that mutual life-insurance companies should be exempt 
from income taxation. 

Since 1921 life-insurance companies have been taxed on the basis 
of their net investment income (interest, dividends, and rents, less 
investment expenses) less a deduction for interest required to main- 
tain policy reserves and, also, a deduction for other miscellaneous in- 
terest obligations. The income which mutual life insurance companies 
earn by the investment of both their legal reserves and their surplus 
funds is their only real income. To the extent that investment in- 
come is not needed to satisfy contractual and statutory requirements 
to policyholders it is in our opinion properly subject to an income-tax 
levy consistent with the basie principles set forth above. 

The remaining 32 percent, a substantial portion of the life insurance 
in this country, has been issued by stock life-insurance companies 
These companies are organized, as are any other privately owned 
business corporations, for the personal profit that their stockholders 
may derive from the sale of life insurance and retirement benefit 
contracts to the public. 

The sources of the profits of stock life-insurance companies are the 
premiums paid by the policyholders in excess of the cost of the in- 
surance protection they receive and the investment income in excess 
of reserve requirements. The profits paid to the stockholders in the 
form of cash dividends or allocated to them in the form of stock divi- 
dends are business profits in every sense of the word. The surplus 
accumulations also belong to the stockholders. 





add 
inst 
add 
met 
the 

T 
thes 
pan 
inco 
divi 
for t 
is m 
vidu 
that 


REVENUE REVISION OF 1951 1195 


It is obvious, therefore, that there are real and fundamental differ- 
ences between the mutual life insurance companies which are cooper- 
ative enterprises and the stock life insurance companies which are 
private profit enterprises. Ina mutual company there is no individual 
proprietary interest; In a stock company the proprietary interest ol 
the stockholders is paramount. Ina mutual company funds available 
for dividends are paid only to policyholders; in a stock company, 
similar dividends may be paid to policyholders on policies providing 
for such participation, but beyond that, all funds available for divi 
dend distribution are private profits to the stockholders. In a mutual 
company the surplus funds are accumulated for the benefit of its 
policyholders; in a stock company the surplus funds are the property 
of the stockholders as in any other privately owned business corpora 
tion. Ina mutual company, both premium deposits and investment 
income are applied solely and exclusively to the benefit of the policy 
holders who compose the company; in a stock company premium de- 
posits and investment income are applied first, to satisfy the con 
tredtual and statutory obligations to policyholders, second, to divi- 
dends or refunds to the policyholders under participating policies, if 
any, and where the policies so provide, and third, the remainder to 
the private profit of the stockholders 

We feel that a clear understanding of these fundamental differences 
between the two types of companies operating in the life-insurance 
business is important to a sound evaluation of the possible appropriate 
bases for the income taxation of life-insurance companies 

[t is our opinion that, at least for mutual life insurance companies, 
free investment income is the proper base of taxable incom« By 
free investment income we mean the amount which is arrived at by 
deducting from net investment income (interest, dividends, and rents, 
less investment expenses) the amount of interest required to maintain 
contractual and statutory policy reserves and the miscellaneous inter- 
est obligations to policyholders and their beneficiaries. 

The only funds regularly received by a mutual life insurance com- 
pany other than its investment income are premium deposits. Neither 
the whole nor any part of the gross premium deposited with the com 
pany constitutes income. ‘The entire amount of the premium is a 
deposit made by the policyholder with the company from which, as 
indicated above, the company applies whatever amount is necessary 
to cover the pro rata share of payments to policvholders and bene- 
ficiaries, to maintain legal reserves and to pay operating expenses. — In 
addition, in those companies in which the investment income may be 
insufficient to meet the amount of guaranteed interest which must be 
added to the legal reserves to fulfill contractual and statutory require- 
ments, the deficit must either be made up from surplus or a portion of 
the gross premium will have to be used for that purpose 

The gross premium generally exceeds the exact amount needed for 
these policyholder and operating requirements. In a mutual com 
pany, this excess of the premium deposit, together with free investment 
income, if any, in part is refunded to the policyholder in the form of 
dividends and in part is allocated to the surplus account maintained 
for the added security of the policyholders. Since the surplus account 
is maintained for the sole benefit of the policyholders, with no indi- 
vidual proprietary interest entitled to any part thereof, it is apparent 
that any excess from the gross premium which is placed in this account 
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retains its nature as a deposit by the policyholder with the company 
and does not constitute income to the company. For these reasons, 
we submit that in theory and in fact free investment income is the 
only amount received by a mutual life insurance company which is 
properly subject to income taxation. 

It is, and consistently has been, our opinion that in fairness to the 
Government, all free investment income should be subjected to normal 
corporate income taxation. As a matter of fact, however, since the 
investment income approach was adopted in 1921, the tax has never 
been imposed on the full free investment income of the life insurance 
companies, either taken as a whole or taken indiv dually. 

This has resulted because the reserve interest deduction permitted 
by the Government ever since 1921 has always been calculated at an 
arbitrary flat rate for each company regardless of the substantial 
differences among companies with respect to their actual reserve 
interest requirements. Under the income-tax laws in existence prior 
to 1942, the Government provided that each and every company 
should use the same rate of interest in calculating its deduction for 
interest required to maintain policy reserve funds, disregarding the 
wide variations there were among the companies as to the rate re- 
quired in accordance with their actual statutory and contractual 
obligations From 1921 through 1931 the rate was 4 percent; from 
1932 through 1941 the rate, with a minor variation, was 3°; percent.) 

In the 1942 amendments of the Revenue Code, Congress took 
account of the fact that because ol the defects in prior laws many 
companies, including most large companies, were paying no tax even 
though they had actual free investment income \eacta, in its appear- 
ance before the Ways and Means Committee in that vear, urged the 
imposition of a tax on a basis giving full recognition to the reserv 
interest requirements of the individual companies but avoiding the 
ise of any arbitrary basis for determining such a deduction. In the 
law finally adopted in 1942, recognition was given in principle to thi 
statutory and contractual requirements of the company for adding 
nterest to its policy reserves (Again, however, the deduction gave 
only partial recognition to the actual reserve interest requirements ol 
the companies and set up another arbitrary and artificial method for 
computing the deduction at the same rate for all companies. Th 
result again was a failure to tax the actual and full free investment 
neome of all the companies and again the formula operated inequi 
tably in the distribution of the tax among all of the companies com 
prising the life-insurance industry 

Primarily because of the continuing trend toward a lower rate of 
earnings on investments, the total taxable income of the life-insuranc: 
industry reduced rapidly, with the final result that for the taxabl: 
vears 1947 and 1948, the total net investment income of the life 


insurance industry was less than the amount of deduction permitted 
according to the arbitrary 1942 formula for the interest required to 


maintain reserves and for other policy obligations. The individua 
companies had enough free investment income in these 2 vears to hav: 
produced a total of approximately $58,000,000 of taxes for these years 
if the tax had been imposed at the regular corporate tax rates upon th 
actual free investment income of each individual life-insurance com 
pany. Nevertheless under the 1942 formula then in effeet, the 
Government actually received no taxes for these years on the life 
insurance business of the companies. 
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The Congress included in the 1950 Revenue Act a so-called stopgap 
or interim amendment of the provisions of the Internal Revenue Code 
controlling taxation of income of life-insurance companies. This 
amendment is limited by its terms to the taxable vears 1949-50. In 
essence, the amendment merely modifies the provision of the 1942 
tax law by which the reserve interest deduction is computed. It 
continues, however, the arbitrary and artificial method of imposing 
taxes on the life-insurance companies which first appeared in the 
1942 law. The method established in the 1950 amendment is the 
so-called average valuation rate formula 

Under this formula there is to be obtained for each vear the ratio 
between the aggregate net investment income of all life-insurance 
companies and the aggregate reserve and other policvholder interest 
requirements of all life-insurance companies for the preceding Vvear, 
excluding, however, from the calculation any interest requirements of 
Individual companies exceeding 100 percent of the net investment 
income of such companies The resultant secretary s rat is then 
appli d by each company in calculating the portion Of its net invest- 
ment income which may be taken as a credit, without regard to whether 

al reserve and other policyholder interest requirements are 
less than the amount resulting fi industry-wide 


Is ( le al that averag valuation rate formula IS based theoreti- 
ly on taxing the actual full free investment income of the life- 


urance industry as a wh However, the formula fails to tax the 


any given vear because of the lag 
lation of the data upon which the 
Furthermore, becauss 
iree Investmet! 
rsuch income. with the 
ed below 
he Committee on Wavs and Means on | 
- OF yh’, “ry aid és] considet thy 
nee 1942 a most neq 
is statement we comp! 
thy 
illy Inequita 
juities apply to both the Government and t nd 
within the nsuranee business Qur stud ndicat 
Y4v rormula has en) infau to thre (10Vve ronment at 1] times 
since the aggregate amount of free investment income of individual 
con panies has been greater in each vear since 1942 than the total 
taxable income calculated in accordance with the 1942 tax formula 
The same unfairness to the Government is apparent for the vears 
] 


1949 and 1950 under the stopgap tax formula The exact net invest- 


ment income, applicable Secretary’s ratio, and tax revenues for the 


You are not available vet, but estimates have 


taxable vears 1949 and 


hee n pre pare (| hy actuaries of the ife-insurance-company associations 


from data obtained from about 225 tax returns representing about 
99 percent of the life-insurance business. In computing the tax 
revenues for 1949 and 1950 under the stopgap formula, the publishe ad 
Secretary’s ratio of 93.55 percent for 1949, and the estimated ratio of 
90.83 percent for 1950 have been used. In computing the revenue 
under the direct company-by-company formula, we have applied the 
1949 interest requirements directly to the 1949 net investment income 








1198 REVENUE REVISION OF 1951 


and have assumed that in the year 1950 these requirements will be 
89 percent of such income. 

As a result, we have constructed this comparative table for the two 
years. The total net investment income of the taxable vear 1949 of all 
life-insurance companies is figured at $1,570,000,000. Under the stop- 
gap formula, this produced a tax revenue to the Government of 
$42,500,000. Had the tax been on a direct company-by-company basis 
without averaging, this would have produced tax revenue of 
$58,700,000, or a loss to the Government for that year of $16,200,000. 

For 1950 the estimated net investment income amounted to 
$1,714,000,000. Applying the stopgap formula, we computed the 
total taxes for 1950 at $71,000,000, which compares with the 
$72,000,000 that Mr. Adams used. Applying a direct company-by 
company tax without averaging, that net investment income would 
produce tax revenues of $84,200,000, or a difference to the Government 
of $13,200,000. 

The total taxes payable under the stopgap formula for the years 
1949 and 1950 we compute as $113,500,000 as contrasted with taxes 
that would be paid under a direct company-by-company tax of 
$142,900,000, for a net loss to the Government of $29,400,000 for those 
2 years. 

The 1942 and the stopgap tax formulas have also been markedly 
unfair and inequitable, as would be any averaging formula, in the dis- 
tribution of the tax burden among individual companies. Many life- 
insurance companies were required to pay substantial amounts of 
income taxes when they had no free investment income at all or less 
free investment income than the amount of taxes they paid. Other 
companies paid taxes at substantially higher than normal corporate- 
tax rates because their percentage of free investment income was less 
thanaverage. This shifting of an unfair tax burden to some companies 
was, of course, accompanied by an equally unjust tax preference for 
those companies whose percentage of free income exceeded the aver 
age. Our studies indicate that in many instances companies wer 
paying taxes, because of the averaging method, on taxable incom: 
amounting to as little as 25 percent of their actual free investment 
income. For each such company, of course, the ratio of the taxes paid 
to its actual total free investment income was less than 10 percent, 
as compared with the usual corporate income-tax rate. 

The inequities of the averaging method are readily apparent 
This method is a unique deviation from all other provisions of thi 
general income-tax law which imposes taxes on the basis of the actual 
experience of the individual or corporate taxpayer. 

Worse still, it appears that the shifting of tax under the averaging 
formula is in general of greatest advantage to the large companies 
and disadvantageous to the smaller companies. It must be remem 
bered that, if one of the largest companies is given a tax preferenc 
through an artificial averaging formula, the weight of the taxes thus 
shifted is great in terms of dollars and accordingly the dollar burden 
of taxation thereby imposed upon the smaller companies is dis 
proportionately large for them. 

The exact figures needed for the distribution of the tax burden 
among all life-insurance companies on the basis of their individua 
free investment income or on the basis of an averaging method could 
be computed simply from the tax returns of the companies. However 
the exact figures needed for such distributions are not available to us 
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for all companies, the tax returns being confidential information in 
the hands of the Internal Revenue Bureau. 

The Life Insuranee Association of America last year made a series 
of calculations which we think clearly supports our conclusions. 
The Life Insurance Assov lation study was based on the a tual income- 
tax return data of 225 compani ‘Ss for the taxable veai 1948 Although 
in fact no taxes were paid for 1948, the study tests the company 
excess Investment income as though the law had levied taxes on th 


several bases discussed below Of the 225 comm panies iv are 
Canadian and have been deleted by us from the table set out below 
The remaining 215 « ompanties have outstanding more than 90 percent 
of the insurance in force in the United States. 

The next immediate discussion is the explanation of 
of the tabl appearing on page 38. May we absorb that 


without a direct reading 
The CuHatrMan. Without objection, that may be don 
The table and expian t10n follow 
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[t is interesting to observe from this Life Insurance Association 
study that, of the 215 American companies included, 69 would pay 
more tax on the basis of their own individual free-investment income 
than under the average formula, while 146 would pay less. Of the 
146, they are 109 which would pay no tax at all. In other words, 
there are 109 companies—more than 50 percent of those analyzed 
which had no free-investment income in 1948 but would nevertheless 
pay a tax under the average-valuation-rate formula laid down in the 
stopgap amendment. In addition, there are 37 other companies 
which would pay more tax than could be justified on the basis of their 
free-investment income. Obviously, the number of companies which 
would be penalized under the averaging formula for the benefit of the 
69 companies that gain is a very substantial segment of the life- 
insurance business. The fact that proportionately more of the smaller 
col panies than of the larger companies would be so penalized is clear 
from a comparison of columns 3 and 4 of the table 

The average ratios in the last two columns, number 6 and number 7 
of the above table, are also interesting. It will be seen from column 
6 that for the companies with $200 million or less of assets the ratio 
of interest actually required for contractual and statutory purposes 
in 1948 was very close to the amount of investment income available 
for those purposes; in fact, in four of the six groups the ratio was in 
excess of 100 percent. By elimination of the negatives, however, 
as required by the stopgap formula, these percentages are markedly 
reduced as compared to the reduction for the companies having over 


I The extent of the reduetions in these ratios 


$200 million of assets 
indicates clearly the substantial interest eiicits of those companies 
in the smaller-sized groups whose interest requirements exceeded 
available interest and emphasizes the serious injustice which such com 
panies suffer by being forced, through the medium of the averagin 
formula, to pay a tax on the basis of an average-ratio deduction 

In general, therefore, the data pre pared by the Life Insurance Asso 
mation and which appears in the prec ding table shows that the aver 


i 
favors the larger cotnpanies and bears most heavily ipon the smaller 


ring formula is unfair and inequitable and that, on the whole, it 


companies It reveals the very striking fact that, whereas on the 
Individual-con pany free-investment-income basis more than 50 pel 
cent of th 15 companies wo id have had, for 1948, no free invest 


ment income and thus have partial no tux, all ol those companies woul 


nevertheless be required to pay a tax under the average-valuation 
rate formula Further than that, an additional 17 percent of these 


215 companies would be called upon to pay a greater tax under th 
average-valuation-rate formula than they would have to pay on thi 
individual company free-investment-income basis Taking these 
two groups together, therefore, we can see that more than two-thirds 
of the 215 « Olpanles would be called upon to pay a gre ater tax unde! 
the average-valuation-rate formula than they would pav in accordance 
with the individual-company free-investment-income basis 

The average-valuation-rate formula, therefore, is unfair and in 
equitable because in general it requires the smaller companies to pay 
more tax than they should and results, in general, in the larger com- 
panies paying less tax than they should. However, if the Government 
were to tax directly the free investment income of each life-insuranc: 
company, it would correct these injustices and, at the same time, 
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would develop a tax currently greater than the taxes which would be 
realized under the average-valuation-rate formula 

We strongly urge upon your committee our conviction that much 
if not most of the difficulty for both the Government and the life- 
Insurance companies over the matter of income taxation has resulted 
from the artificialities and arbitrary factors introduced into the 
various tax formulas since 1921. We sincerely believe that the probl m 
can be minimized and perhaps eliminated and the Government will 
derive continuing revenue in a satisfactory amount if the Congress 
will eliminate the averaging and all other artificial formulas and 
LIN pose the tax on life Hstirance companies on the direct basis of the 
free investment income of each company. Pure logi the 
Government and among thie ompanies, and consisten 
theory and provisions of the general income-tax law 
proposal 
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pay a lower tax than the second is no more a penalty to the second 
company than would be true in the case of a department store selling 
at a lower profit mark-up and paying less income tax on the same gross 
sales than would be paid by another store operating on a highe: 
mark-up. If the second life-insurance company has chosen to reduc 
managerial responsibilities by guaranteeing a lower rate of interest to 
its policvholders, there is no reason why that company should now 
protest the imposition of a tax on its free-investment income. -If th: 
first company has estimated its ability to guarantee a higher rate o! 
interest to its policyholders, there is no reason why it, as the result 
of an averaging formula, should be compelled to pay a tax on mor 
than its free-investment income in order to relieve the second compan) 
from a part of its proper tax burden. 

In commenting further in 1950 on the company by compan) 
approach, the Secretary of the Treasury stated: 

With respect to further business, it might tend to induce the use of high interest, 
assumptions to reduce tax liability 


but added: 

Safeguards might be devised to prevent such distortions and curb the possibility 
of “assuming away” interest income by deliberately adjusting reserve interest 
mortality, and expense assumptions to obtain tax atvantates, 

We can see no sound or practical reason why the tax formula would 
materially influence the decision of any life insurance company as to 
its contractual reserve interest rate. Any change in the contract 
reserve interest rate would apply only to new policies and would, 
therefore, have little effect for a considerable period of time upon the 
average contract reserve interest rate on any company’s total business 
To illustrate this we might consider the experience we have had at 
Acacia. 

Prior to 1938 our policies were on a 3% percent reserve interest rate 
basis. During the period from 1938 to 1947 all of the new policies 
we issued were on a 3 percent reserve interest rate basis. Acacia 
grew rapidly during that period in amount of insurance in force, with 
the result that by the end of 1947 more than 66 percent of our insuran 
in force was on the 3 percent reserve interest rate basis, leaving less 
than 34 percent on the 3h percent reserve interest rate basis. Despiti 
this rapid growth in insurance in force, however, the reserves on ou 
3 percent business were only 25 percent of our total reserves as of 
December 31, 1947, leaving of course the reserves on the 3}; percent 
business equal to 75 percent of our total reserves. 

Any lower tax benefit to be derived from the adoption of a higher 
contractual reserve interest rate therefore would appear to be very 
small for many years after the adoption of the new basis. Accord- 
ingly, there would be little incentive for the management of any life 
insurance company to subordinate their natural and desirable con 
servatism in this matter to the possibility of receiving some slight 
savings in tax at some time in the future. 

In addition, the management of any life-insurance company in 
deciding on what reserve interest rate to use in its contracts, we believe, 
would be actuated by far more powerful considerations than possible 
tax advantages to be derived at some time in the future. In dealing 
with life-insurance contracts which may remain in force for as long as 
100 years the lifetime of the insured followed by the lifetime of the 
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beneficiary—it is the duty of the management of the company to 
select a reserve interest rate basis which will be conservative enough 
to keep the company sound and safe and to guarantee that the pay- 
ments provided for in its contracts will be made when due. 

In the case of mutual life-insurance companies, at least, the manage- 
ment acts as trustees for the funds of their policyholders and we feel 
confident that you will agree that in the past they have discharged 
their obligations in a very conscientious manner. This trusteeship 
guarantees that in the future as in the past a safe and conservative 
basis will be used. It seems clear therefore in the light of the reasons 
outlined above, that no mutual life-insurance company would adopt a 
reserve interest rate purely from the standpoint of the effect it might 
have on the amount of its income tax. 

From the foregoing it is clear, we believe, that the use of the com- 
pany-by-company approach would not have the effect mentioned by 
the Secretary of the Treasury, namely, of inducting any life-insurance 
company to use higher interest assumptions 1n order to reduce tax 
liabilities and, furthermore, that there is no need to provide the safe- 
guards mentioned by the Secretary of the Treasury as hereinabove 
quoted. 

The averaging method of establishing the taxable income of life 
insurance companies is unjust. In its result, it violates the funda- 
mental principles that taxes should be imposed according to ability 
to pay and without fluctuations in their application and result. Only 
the company-by-company approach fulfills these principles and results 
ina just tax for each company, taking account of the variations among 
the companies in responsibilities to policyholders and in operating 
results, and I may add there, developing a just tax for the Government. 

The Secretary of the Treasury in 1950 discussed with your com- 
mittee the possibility of imposing a tax at regular corporate income 
tax rates on the basis of the total net income of the company. As 
outlined by him, this total net income would consist of the total 
receipts of the company including premiums, investment income and 
other income, if any, less all expenses, payments to policyholders, 
policy reserve requirements and dividends to policyholders under 
participating policies. As we understand it, the tax basis under this 
method in the case of stock companies would be stockholders’ divi- 
dends plus all net additions to surplus funds. In the case of both the 
stock companies and the mutual companies, surplus funds would 
include all special or contingency reserves which are in the nature of 
surplus 

Earlier in this statement we discussed the fact that in a mutual life- 
insurance company the portion of the insurance premiums which may 
be allocated to surplus and to special or contingency reserves do not 
lose their character as deposits by the policyholders, since they are still 
held for the benefit of the policyholders and are owned by them. 
With respect to mutual companies the net-income approach discussed 
by the Secretary of the Treasury is based on the assumption that the 
premium deposits of the policvholders are income to the company as 
an entity distinct from the policyholders who compose the company. 
This assumption is at variance with the facts and with the recognition 
that the Congress has consistently given to the nature of premium 
deposits in the tax laws enacted since the vear 1921. Without re- 
peating the reasons which we have heretofore given in detail, we again 
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call to your attention the fact that free investment income is the only 
true income of a mutual life-insurance company and that accordingly 
the total net-income base would not be a proper basis for the taxation 
of mutual life-insurance companies. 

In stating our position with respect to a sound and equitable basis 
for taxing mutual life-insurance companies, we have made no reference 
to what we consider would be a sound and fair basis for taxing stock 
life-insurance companies whose net earnings, reflected in dividends to 
stockholder and in addition to surplus, including special and con- 
tingency reserves are the private gain and personal profit of the stock- 
holders. With respect to the stock companies, we can see no sound o1 
valid reason why some type of net income approach would not be an 
appropri: “ method for taxing such companies. It seems to us that 
it would be difficult for the stock companies themselves to contend 
otherwise in the face of the fact that in 1947 and 1948 alone, for which 
vears they paid no income taxes, the stock companies distributed 
their stockholders more than $83,000,000 in dividends and increased 

their surplus funds, including special and contingency reserves, by 
approximately $132,000,000. 

We have computed, from available source material, the net earnings 
of the stock life insurance companies for the vears 1940 through 1949 
These net earnings are based on the published figures of cash divi 
dends paid to stockholders, surplus funds transferred to the capital 
account as a result of stock dividends, and increases in surplus and 
contingency reserves of these stock companies. Applying the appro 
priate corporate tax rate to the net earnings for each of these years, 
we determined that, had these corporations been taxed on their net 
earnings from their total operations, they would have paid in this 
10-vear period total taxes of approximately $412,000,000. We do 
not have the exact amounts of taxes paid by the stock life-insuranc: 
companies for this 10-vear period. But, based on the net investment 
income of the stock life-insurance companies for these vears, 1940 to 
1949, it may reasonably be estimated that the aggregate taxes actually 
paid by the stock companies in those vears did not exceed $45,000,000, 

Mf this aggregate, it appears that somewhat less than $10,000,000 
of taxes were paid for the taxable vear 1949, For that vear, the 
total net earnings of the stock life-insurance companies were slight], 
in excess of $205,000,000. Had these earnings been taxed at th 
regular corporate rate of 38 pereent, these companies would have 
paid taxes during the vear 1950 in the amount of about $78,000,000 

If, in addition, the mutual life insurance companies had been taxed 
for the vear 1949 directly on their free investment income, without 
averaging or any other formula, it is estimated that these mutual! 
companies would have paid about $43,000,000 of taxes on their fre: 
investment income plus possibly another $3,000,000 on their accident 
and health business. In other words, had each mutual life insurance 
company been taxed directly on its individual free investment income 
without averaging or any other artificial formula, and had stock life 
insurance companies been taxed on total net: earnings, taxes for th: 
vear 1949 pavable during the vear 1950 by the entire life-insurance 
industry would have aggregated approximately $124,000,000. The 
total taxes reported paid under the stopgap formula were about 
$42? 500.000 
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As Secretary Snyder pointed out in his 1950 statement before your 
committee, the problem of how to tax life-insurance companies has 
been a difficult one ‘‘partly because of the unique and complex nature 
of the business and partly because of the structure of the industry, 
comprising both stock and mutual elements.”’ It is our conclusion, 
as a result of our study, that probably one of the principal reasons 
for the difficulties the ¢ ongress has had in developing satisfactory 
tax legislation for life-insurance companies has been the use of the 
same tax base for both mutual and stock life-insurance companies 
As we have heretofore pointed out, there are such fundamental diffe: 
ences between stor k and mutual companies that if would be so ind 


} 


and proper to « mplov differet bases for taxing the two types of com- 


panies using the free-investment income as the tax base for the 
mutual hife-insuranes companies and the total het mecome 
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In making this presenta on to youl COMME Lens 7 
attempting to express tI viewpoint of any other life-insurance 
company Our comments a | observations regarding the fundamental 
differences between mutual and stock life Insurance companies have 
been expressed iis thre Da s lor oul conclusions wh ch we submi 
the hope that they may b | help to you committee in resolving 
complex problem 1th ah Nat i ill be just and equitabl 
concerned. Our conclusion may be summarized as follows 

i. Free-investment income is the only sound and prope 
for mutual life-insurance companies 

2 The tax should be posed on thi basis of each mut lal company's 
individual free ae { { COM and without averaging o1 anv ot 
artificial or arl 

3. The total 1 iT Mme f a sound and propel 
the taxation ft mutual iil surance companies 

t. Some form of total m income basis would seem to be 
appropriate for taxing stock life-insurance companies, tal 
consideration the fact that t stock lile-insurance compat 
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subject 

The CuHarrMan. Mr. Kean 

Nii IK KAN the bottom ug vour statement 
about th ie tual Stututoryv and contractual obligations ana 
free-investment income should be taxed on the basis of these figures 
Of course the contractual obligations are of your own choice You 
decide what the contract ial obl vations should be? 

Mi SCHMUCK \\ ithin limits There are Lop limits on the interest 
assumption that can be made unde the laws, | believ ol most ol the 
States. 
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Mr. Kean. You say actual statutory and contractual obligations 

Mr. Scumuck. The reference to statutory obligations, sir, is this: 
Operating within the limits established by State laws, company man- 
agement determines what rate of interest it believes can be guaranteed 
to its policyholders. Having determined that and issued the con- 
tracts on the basis of that guaranteed interest, then under the stat- 
utes of the States it must maintain certain reserve requirements for 
each such policy. So that we operate back and forth between the 
statutes and our contracts in determining the amount of our reserves 
and therefore the amount of interest that must be added to maintain 
those reserves. 

Mr. Kean. Of course the plan that you suggest is one which would 
benefit those companies which are taking a little more risk in the 
promises they are making and would penalize the companies that are 
a little more conservative in the promises they are making. 

Mr. Scumuck. This matter of taking more risk and being more 
conservative is a two-handed thing. A company, for example, could 
turn up with a very small amount of free investment income, or even 
none, by taking an extremely conservative investment position even 
though it had a low guaranteed rate of interest to its policvholders. 
That is one way it could happen. 

Another way that a company could wind up with little, if any, free 
investment income would be by having a fairly tight, well-controlled 
investment program to bring in a reasonably high rate of return, but 
having a great deal of business most of which would have been put 
on the books in previous vears that is on a high guaranteed interest 
rate. There again, vou would have the result 

Frankly, sir, | do not think you can say flatly and definitely that 
the companies that have issued insurance over the vears at relativel) 
high-interest assumption rates are the ones who are not going to pay 
taxes on this free-investment-income theory. You would have to 
know what their investment interest rate is as well as their guaranteed 
interest reserve rate in order to be able to make that statement 

Mr. Kean. You keep books going all the way back so that where 
you guaranteed 3% percent at a certain time, vou calculate what the 
interest is on the investments you made as a result of that and where 
the 3 percent is vou calculate the rate made as the result of that? 
Couldn't vou do that? 

Mr. Scumvuck. | wonder if I might ask Mr. Crippen, our actuary 
to talk to that point. 

Mr. Kean. Do you not have to bunch them all together? 

Mr. Crippen. So far as the assets are concerned and the interest 
earned from them, there must be a merging of the interest earned bx 
cause of course there is a continuous process of replacing the assets 
that vou have 

Mr. Kean. Bonds and mortgages are being paid off, and so forth 
so vou really have to have it all the way down the line? 

Mr. Crippen. That is right 

Mr. Kean. From one statement you made there it looked to me : 
though vou said there were certain applications of the 3% and anothe 
one of the 3, but I misunderstood that. 

The Cuarrman. Mr. Keogh 

Mr. Krocu. Mr. Schmuck, are the reserves set up on the basis of 
actuarial computations? 
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Mr. Scumuck. Yes, sir; on the basis of actuarial assumptions and 
then calculations are made 

Mr. Keocu. The assumption includes the table of mortality, does 
it not? 

Mr. Scumuck. Again I would like to ask Mr. Crippen to explain 
the assumptions. There is more than just the Table of Mortality. 

Mr. Krocu. However, one of the items is the Table of Mortality? 

Mr.Scumuck. Yes, sir; one of the items is the Table of Mortality. 

Mr. Krocu. What table is in general use now? 

Mr. Crippen. For the policies now being issued the table in general 
use Is the CSO table. That was adopted for new insurance in most 
cases as of January 1, 1948. However, for most of the life-insurance 
actually in force the American Experience Table of Mortality still 
applies 

Mr. Krocu. The increasing longevity of the average American 
results in considerable savings to the company on their actuarial com- 
putations, does it not? 

Mr. Crippen. Yes. Of course the mortality rate under this CSO 
table is materially lower, particularly for ages below 50, than it was 
under the American Experience Table 

Mr. Krocu. But you have indicated that most of the insurance in 
force is predicated en the American Experience Table? 

Mr. Crippen. That is true, but I might add further that because of 
the way in which reserves are calculated, the difference between the 
reserve on the American Experience Table and the reserve on the CSO 
table is not very great. There is a much greater difference in the re- 
serve resulting from the difference of one-half percent or 1 percent in 
the reserve interest rate 

Mr. Keocu. Where in the statement of a company would the sav- 
ings that result in the difference between the table and actual span ol 
life reflect themselves? 

Mr. Crippen. | did not understand your question 

Mr. Krocu Where in the statement of a company would these 
actuarial savings, the difference between the table used and the life 
span ol the average American, reflect themselves? 

Mr. Crippen. Under the present form of statement that could be 
derived from what they call the gain-and-loss-exhibit section of thy 
annual statement. I am referring there to the statement that is 
filed with the insurance departments of the various States in which 
the company operates 

Mr. Keocu. It would really show up, would it not, in the net 
income of the company? 

Mr. Crippen. Well, it would be included in the total income. | 
was under the impression you wanted to know where it would show 
it was being segregated 

Mr. Keocu. I am not intending to get technical with vou, Mh) 
Crippen 

Mr. Crippen. It would be ineluded in the total income of the 
company, that is right 

Mr. Krocn. But if you set up a reserve or the basis of my living 
until | am 60 and I live until I am 80, you make more on my contract 
than you had expected to make, do you not? 

Mr. Cripren. That is true. 

Mr. Keoau. That is not reflected in the free-investment income? 
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Mr. Crippen. No; that would have no effect on the free-investment 
Income 

Mr. Keogu. And vet it Is a source of income to the company ? 

Mr. Cripren. That is true; yes 

Mr. Kerocu. Does the average company have any other substantial 
source of income besides its premiums and its investment income and 
the savings on the actuarial table? 

Mr. Crippen. No; no other important source of income. 

\MIr. Keocu. What do you call important? What percentage of 
the total income would vou consider to be important? 

\Mir. Cripren. I would sav anything that is as much as 5 percent 
| should add that in the premium that is charged there is what is 
called anh expense loading which IS supposed to take care of thre 
expense of handling and servicing the policy. That expense loading 
may be greater than the actual expenses incurred. So wherever that 
is the case the total net income of the companys would reflect the excess 


of the expense loading over the actual expenses incurred 

Mr. KeoGcu. Is the underwriting income of the average company a 
substantial item of income? 

Mir. Cripeen. Are vou referring there to the mortality gain portion 


) 


ot it 
\[r. Keocu. Any portion of it 
Mr. Crippen. In a life-insurance company ordinarily | believe 
they refer to the underwriting income and consider that as the mor- 
tality gain of the company, that is the excess of the mortality provision 
in the premiums over and above the amounts required to take care 
the actual mortality cost 
Mir. Keocu. Under vour definition of “substantial” is. that 


B Ss ‘ 
substantial item? 


Mir. Cripren. Yes. In other words, that ts the mortality gain 
which vou had prey iously referred 

Mir. Keocu. That does not reflect itself in the investment incom 
of the company, does it? 

Mir. Crippen. Not in the investment income; no, sir 

\Ir. KeoGcu. But it would be part of the net income of the company 

\ir. Crreren. It would be part of the total income of the company 
ves, sir; applied in a mutual company, as our statement showed, to 
poltevholder dividends or to the surplus held solely for policvholders 

Mr. Keocu. Thank you very much 

The CHarmeman. Mr. Eberharter 

\Ir. Esernarrer. [ am not very familiar with the details of th 
law in eflect now. L know it is rather complicated. Is this expens 
i that most insurance companies make now, the profit the 


loading (roill 
nanv way subject to taxation und 


make out of that particular item, | 
the present formula that has been temporarily adopted? 

Mr. Scumuck.. No, sir. If any company has such a gain at thi 
present time it is not subject to taxation 

Mr. Eseruartrer. Under the formula? 

\Ir. Scumuck. That ts right, sir 

Mr. Esernarrer. I see. Thank vou very much 

Mir. Keocu. Mr. Chairman, may | ask one more 

The CuarrmMan. Mr. Keogh 

Vir. Keocu. This underwriting income or the gain on mortality 
becomes available not only to the mutual but also to the stock com 


pany, does it not? 
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Mr. Scumuck. That is true. 

The CuHarrMan, If there are no further questions, we thank you for 
your appearance and the information vou have given the committee. 

Mr. Scumuck. Thank you, Mr. Chairman. 


The CHarrmMan. The committee will take a recess until 1:45 p. m 


At 12:45 p. m., a recess was taken until 1:45 p. m 


RTE RNOON SESSION 


The CuarrmMan. The committee will be in ordet 

John A. Kennedy. Television Broadeasters ‘Taxation 
chairman New York ¢ 
\l| right Nii KK nhneay Will \ your name and adaress to 


record and th capaci a 


the stenographer for the beneiit 


which \ uppeal 


STATEMENT OF JOHN A. KENNEDY, SAN DIEGO, CALIF., 
TELEVISION BROADCASTERS TAXATION COMMITTEE 


Mr. Kennepy. Thank vou, Mr. Chairman. Mv name is John A. 
Kennedy, 2121 Sunset Boulevard, San Diego. Calif... and not New 
York City, 48-percent owner of WSAZ and WSAZ-TV, Huntington, 


W. Va l also have an appl cation pending tor approval ol pure hase 
of KFMB and KFMB-TY, San Dievo. Calif 

At this time Ir. Chairman and members, | should appreciate an 
opportunity s to submit to the committe 
survey ot ¢ , LteleVISIOl nt », W th its earnings an 
committee as soon ns & Sells 


assembly of that dat 
statements that I w 
Our group, represe! ompanies and ind 
standard radio and tel } ations, and some operat 
Stations only ayppears het! to call to your attent 
on the ci velopme nt of { ot te levision if ¢ 


t { 


ryt Yon corporate L2bAt 


current 62-percent o 
now proposed 

Until such tin ‘ \ entiemen can Work out 
means of relief for tel sion broadeasters under ther 
excess profits tax law proposed 70-percent ceiling means prac- 
companies operating television stations will 
le income to the Federal Government. 


70 percent is because we have no 


tically all broadcasting 
pav 70 percent ol their net taxab 
The reason we will have to pay 
practi al average earnings Dasis ol other credits to Keep us below that 
igure 
\MIav I sav, at the outset, that we seek no special privilege 
raise all corporate taxes 90. 55. or 60 percent vou will j 
Of taxes hurt We know to keep this 


If vou 


complaint Irom us 
Country virile and oul civil ‘tion amply protected from (‘ommunist 
aggression we are going to have to pay and pay and pay. Our only 
of the vouthfulness 


to pay more in the way of tax obligations, than the 
corporation in older and well-established industries. 
large ave rage 


plea cventiemen, Is that we hot be foreed., because 


of our industry 
average, large 
Corporations which have been long established have a 


earnings credit to protect their stockholders from the near elimination 


of income aiter taxes Wi have hone 
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When I was before you last November 17, I called to your attention 
that television broadcasting is a new and pioneer industry. During 
the base period years for which average earnings credit is computed 
under the excess-profits tax law—1946 to 1949 inclusive—television 
broadcasting was pioneering and experimenting. Practically every 
station had a red-ink base—a rather dubious distinction, to be sure, 
but true. Starting with 8 stations in 1946 the number on the air grew 
to 97 by the end of 1949. 

In 1948 the 50 stations on the air lost $15,000,000. The exact 
figure is $14,900,000 and some-odd. I forget the detail. In 1949 the 
97 stations on the air lost $25,100,000. Their original investment for 
plant and equipment was $55,900,000. These figures were supplied 
by the Federal Communications Commission. 

Television broadcasting is essentially a matter of service with 
invested capital relatively unimportant in the production of income 
service of a highly specialized nature requiring very highly technical 
and artistic capabilities. 

Imaginative people—artists and technicians—are the basis of our 
business. They produce our incomes. So we have to look to the 
average earnings credit to fairly figure our base for excess-profits 
tax purposes, and not to invested capital. But the complete absence 
of base-period earnings has wholly deprived these pioneering tax- 
pavers of the basis of an average earnings credit. 

Kighty-eight percent of the television broadcasting stations are 
owned and operated by people who have been, and are, in AM broad- 
casting or some similar line of endeavor. When we telecasters started 
in television broadcasting the staggering losses in that effort immedi- 
ately became a very serious depressant on our AM earnings. 

Take the case of our Huntington, W. Va., television station 
WSAZ-TYV. In the first 124% months of operation our operating losses 
were $110,221.85, and Huntington is one of the smallest communities 
in which there is now in operation a television station. That absorbed 
our AM earnings, leaving a small net loss over-all. 

There were any number of stations on the air in 1947, ’48 and ’49 
who lost two and three and some four times that figure, and the 
networks sometimes as much as 20 and 30 times, and in one cas 
50 times that figure, in broadcasting television activities. In many 
cases, it has eliminated or washed out earnings from ordinary broad- 
casting. 

Most of us began to turn the corner last summer, and by October 
of 1950 began to make some money. 

That’s where the proposed 70 percent ceiling comes in. 

Let's take the case of one station I know about not very far from 
here. They were making a substantial income in 1948 on AM but 
their staggering television losses eliminated that income and put 
them in an over-all red-ink position. The same was true of 1949, 
and in their case because of competitive conditions, their black ink 
of the last quarter of 1950 did not wipe out the over-all red ink of 
the first three quarters of 1950, so they broke even approximately foi 
1950. 

They are now making money. So what happens? 

Their AM operations had been making around $100,000 annually. 
It still is doing close to that figure. 
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In television, they are now earning at an annual rate in excess of 
that amount. 

But what happens to their earnings now? Their television losses 
reduced their average earnings credit for normal AM radio. Obviously 
their television losses did not enable them to build up any base of 
television average earnings credit, so from now on in, due to the law 
at present on the statute books their tax rate is 62 percent, gentle- 
men—that is the ceiling 

And it is now proposed to raise that ceiling to 70 percent which 
becomes their effective rate on their taxable incom: 

This same example can be repeated many times in large or smaller 
degree 

Many of us have borrowed what for us are large sums of money 
We have bought equipment on credit. Our earnings from standard 
radio or other activities have been drastically cut and, | know in our 
ease in Huntington have become red-ink during part of the bass 
period by the operation of our television station 

Under thre excess-pronit Lax law you have taken oul earning Dy 


a tax on what obviously are not war profits. You have given us a 


rate of 62 percent, that is to say the ceiling rate Now you are asked 
‘ 


to boost that to 

Where are we going to get » to pav our bank loans and 
our other debts? Wher we go ig to get money to renew our 
equipment? 

We have the uncertain nd contu attending upon the devi lop- 
ment of color tele 

There are some existu it that are far from out of the woods 
finane ally We have t to have additional capital to carry on. 


{) pel 


f 


Color will perhaps produce additional losses for us until the 
enouch receivers in the han of the p iblic to make color pl 
profitable to the adv 

Even now, anticipa litations upon the production 
and white television receive an and probably will drastica 
the development of that culation which television | 
stations need in order t perate profitably 

| repeat how al \ rong to pay our debts? How are we } 
Lo keep our sta ) air with improved equipment to which 
you, as viewers, are e title if we are forced to pay 70 percent ot our 
earnings to the Federal tax collectors, and other larger corporations 
pav only 50 or 55 percent, or whatever rate you gentlemen decide 
upon Do we as a group who have taken these huge hazards, deserve 
to be penalized for our willingness to experiment and bring to you this 
modern art of television? 

| don’t believe you rentliemen contend that | know many ol you 
said last November and December you wanted to take care of our 
problem. I believe you sincerely thought vou did. But, in the confu- 
sion ot so quickly enacting an excess-protits tax law no formula was 
brought forth that could give adequate recognition to the problem of 
the broadcasters, both those who have radio and television stations 
and those who only operate television stations. 

Now there comes an even greater problem. In many of the com- 
munities which you and your colleagues represent, there are no tele- 
vision stations. They were caught in the freeze. 1 presume you know 
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what I mean by the freeze. If you do not, I will explain it. It is the 
freeze by virtue of the Communications Commission having to halt 
granting further stations, which occurred in, I believe, 1948. That 
freeze we are told may soon be lifted. And if materials become avail- 
able, new television stations should spring up in every State of this 
union 

| should like to suggest to you, gentlemen, that poses a very serious 
problem in its effect on the peoples of this country. I ask you, who 
are going to own these stations? Before in broadcasting, and to som: 
extent in television, vour associates and friends in local communities 
raised money by hocking their life insurance policies and other assets 
borrowing from banks and perhaps from friends to start these enter- 
prises, the good old American system of trying to get in business. I 
you knew in advance that a television station might lose a substantial 
sum of money, that it was a very hazardous undertaking at best, 
would you put up your money or loan some friend some money to help 
start the television station in your community without reasonable 
assurance of having it repaid? 

If you were sitting on a bank board considering loaning money 
that belongs to the depositors of your community, would you loan 
that money to a television station when the same conditions | have 
cited above apply?) And when you know, if successful, it can only 
keep 30 percent of its earnings from which to take care of necessary 


industry improvements and discharge of indebtedness? I don’t be- 


lieve you would. I wouldn't 

I wouldn't think it fair to the depositors and even if | were willing 
to do it, or if you were willing to do it, | doubt any Federal or State 
bank examiner could do otherwise than throw the loan out if the con 
ditions I cited above prevail. That, gentlemen is our problem. And 
if 1 am right that vour local friends and associates who normally 
would enter into this highly commendable community enterprise, be 
cause of the financial limitations I have cited, could not ask for a 
TY license, then who will be in a position to build your local television 
stations? 

The only answer I see is that some outsider or some well-financed 
corporation in a tax position that can afford to sit out and await 
more favorable income times, will have to do the job for you. | 
don’t believe they would have the same degree of community pric 
and feeling that vou and your friends would have. 

‘Television broadcasting has come a long way in one year. By 
fall-I speak of the fall of 1951—it will be possible for those of us 
who live on the west coast to receive live telecasting from Washington 
The top-flight Washington activities undoubtedly will be televised 
and we will get them in our homes at the time they are happening 

In addition, | can see where a sound camera can pick up some ol 
your local citizens who accompany you gentlemen of Congress in be 
half of some locally Important project before Congress or the depart 
ments, have that film quickly developed and put on the regular ai 
line planes and be on your home town television stations the sam: 
night, 

It is perfectly practicable right now to have interviews and hearings 
televised up to 12 o'clock in the morning quick-developed and put o1 


the regularly scheduled commercial airliners and arrive in my hom: 





tow 
Ll « 
tion 
the 
to 
T 
par 
Nat 


ing 


east 
Pres 
A 
ceili 
had 
in-h 
you 
to b 
and 
take 
belie 
out 

Al 
othe 


brou 
of on 
the | 
flick 
spon 
deme 


vour 


Mr. 
\ 


Okla 
Y« 
want 
to th 


REVENI REVISION OF 1951 1213 


town of San Diego in ample time to be received in ou homes on ow 
11 o'clock hews program the same night (nd | believe that our loca 
tion is perhaps the farthest distant from Washington of any spot 
the United States, barring probably Seattle Obviously it 
to many of your home towns much sooner 

The importance of broadcasting. ineludit ¢ television 


part of defense comm ! tions has recently been procs 
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STATEMENT OF LOUIS F. BOOKER, JR., COMPTROLLER, TEXAS 
NATURAL GASOLINE CORP., TULSA, OKLA. 


Mr. Booker. My name is Louis F. Booker, Jr. I live and work 
in Tulsa, Okla. I am comptroller of the Texas Natural Gasolin 
Corp. of that city. 

The Texas Natural Gas Line Corp. was organized in 1948, and in 
the vears of 1948, 1949, and 1950 has been engaged in the usual activi 
ties of getting the business started and building its gasoline plants 
It has not yet had a year of full-scale production. In March of 1948 
the price of propane and butane was 6 cents per gallon, and at 
the present tume under the requested self-imposed price control, th: 
price of these products is 4 and 4% cents per gallon respectively, 
reduction of 35 percent. 

In 1948 the maximum tax rate was 38 percent; now it is 62 percent 
The natural gasoline business is a hazardous business, and it has no 
depletion such as is allowed to other branches of petroleum industry 
and the mining industry. The depletion allowance to the petroleun 
industry is vitally necessary for its survival, but our business does not 
have such an allowance. 

The natural gasoline business is not like the manufacturing busi 
ness in which vou build vour plant and then are able to operate th: 
plant for an unlimited time. The life of the gasoline plant is de- 
pendent upon the petroleum reserves which furnishes the raw materials, 
and as is well known, these reserves are often unpredictable. 

Under these circumstances it is necessary that the natural gasolin: 
business have a sufficient margin to permit it to take these risks an 
to engage in this business. Otherwise, one unfortunate or o1 
disappointing plant can break a company. 

In the natural gasoline business gas is taken from producing wel 
which otherwise would not be utilized. It would be popped in th 
air or not permitted to be produced. From this gas the gasolir 
plant extracts the liquifiable hydrocarbons, treats the gas to eliminat 
sulfur and water, and therebv increases the economic wealth of o 
country as well as producing essential defense materials. That 
they produce butane, propane, natural gasoline, isobutane and oth: 
products which are used in the manufacture of synthetic rubber an 
aviation gasoline. 

To show vou the hazard of the business, take for example a plant 
in which we have an interest, which plant is making less than 4 
percent of the original estimated production and is processing les 
than 55 percent of the raw gas for which the plant was designe: 
This illustrates the hazard of the business. 

The purpose of the excess profits tax is to skim off the profits ov: 
and above the ordinary profits of the business. In our business o 
company is not making the profit which was contemplated at th: 
time of its organization, much less any excess profits. At the prese! 
time the price of liquifiable petroleum gas is between 4 cents and 4 
cents a gallon and between 6 and 7 cents a gallon for natural gasoli 
In order to increase the components for aviation gasoline and fi 
synthetic rubber as well as to produce fuel for civilian use and fi 
the operation of productive facilities, including public utility con 
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strong and inviolate, not only as a symbol of freedom in the world, 
but as a defender of freedom and a protector of the peace to which 


freemen are entitled. 
I would be ashamed as any man would to come before this com 


mittee to enter any special pleading for any taxpayers in the country, 


and certainly I am not here for any such purpose. 

Around the world there is now taking place a great contest betwee: 
the forces of freedom on the one hand, and the forces of dictatorship 
exemplified by communism, on the other. Free institutions of th: 
common people, like cooperatives, have more at stake in the outcon 
of that struggle than have any institutions that I know of. 

True cooperatives cannot exist in a totalitarian country at all. T! 
whole future of our children depends upon that outcome, as dor 
the very right of people to call their souls their own. 

It is apparent that the forces of totalitarianism in the world cannot 
in the last analysis, be defeated by military means alone, despite the 
fact that we must effectively arm ourselves and assist other fre 
nations to do so in the present critical situation. Ultimately thi 
forces of lemocracy will win out, for the simple reason that democ¢ 
racy is inherently stronger than is communism or fascism or any othe 
form of totalitarianism. 


Democracy is stronger because it gives room for people to breathe, 


because it contains as one of its fundamental institutions the right 
of the people Lo disagree wilt h one another, to seek redress of erieval ( 
by peaceful means, to assert their individual rights through the 
orderly processes of law. 

Democracy can correct its own mistakes, improve its own institu 
tions, and make continuous progress. 

Dictatorship cannot do this. The dictator can never admit a m 
take. Real progress is not possible within the country that he rule 
her amuse there can be no criticism of the existing regime, or anythit 
it may do, 

But the most imports ant reason why democracy is stronger than d 
tatorship is because it gives opportun lity to its people to partic Ipat 
ietively in every phase of its life, and to make their own free decis 
affecting their own welfare. Cooperatives stand as a guaranty of tl 
op portunity n the economic life of the Nation. 

This is no time to attack so necessary an element in our countrys 
strength. 

kor all these reasons, democracy will win out in the end. Of t 
I am absolutely and supremely confident. Our problem is, What 
going to happen in the immediate future? That is, the future of t) 
next LO vears. During that time we must be prepared to offer not o1 
militarv streneth, but also constructive alternatives to communi 
for the “people In every part of the world. Those alternatives can 
simply be I) oly I standards of lin ing and more things for the peopl 
Thev have to include as well ways In which the neople of hithe 
underdevelon: cd areas of the wol Id ean begin re i} self dependen¢ eon! 
put toue ther such smal] capital as they mav have for the purpose 
building and owning the basic economic institutions of which 
stand in such erent need, 

nong these are facilities for the storing, preserving, pr 


t} hutior of food, whi ‘hy is. of course, elemental to | 


Uready know a pattern whereby thi 
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Indeed, it is being applied in Japan on a very broad scale. All over 

that nation cooperative organizations of the people in their com- 

munities are replacing the old feudal Ss) stem. It is no wor der that 

the J ipanese people vel erally regard the American o 

friendly a manner as they do. 
The introduction of 


type of economy whi nm we fi > Hi he 
i very long time and be a very slow process. 


ndustry or t] 
United States these 
developed areas W il] take 

On the other hand, eason 
of credit unions and coop ve particularly agricu 


ible technica! evuldance, i pattern 
Itural coopera- 
which I have just briefly mentioned, could be made a real means 

alvation for the bast } roblems vhich these people race, 
And this IS the one way | know of, In which a lot of people can 


quickly be given i stake nh | rivate ownership. 
Here is an alternative to communism which all men who desire to be 


world ( nh grasp ind use tomorrow, but 


free around the we cannot 


eerTtall ly expect to eff tively otter this tvpe of construe 


ror the problems ot these othe people if ul the same time powerful 


‘tive solution 


forces are succeeding I beat ! r back the development ot cooperatives 


on the part of the Americar people themselves. 
} » hioht of what has beer accomplhshed 


Particularly is this true in the 
by the American cooperat ves for we STTe] othening of the democt ite 
nstitutions and the free-enterprise system of this Nation. This coun- 
ties in which the formation of cooperatives 
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cooperatives imve el abled people t¢ 


their own hands responsibility In a traditional 
and certainly a ru damental American way for the solution of thei 


| roble ms, ll stead of asking Crovernment to solve those problems, Ol 
instead of folding their hands in complaceney and permitting thos 
problems to run their course. . , 

Just to illust vhat IT mean by that, Mr. Chairman, I would lik 
to pont out that a recent Federal lteserve Board study showed thiat 


Up proxr i tery 7? percent of the \) iwericul people ow! “fo kk Wn orpora 
tions, o1 \ n sh ire or interest na private business, ()) ly ) pel 
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in people who own shares in 2 percent of the Ame) 
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is what corporations do today. I think that 
ible addition to the number of people who have private owner 
p and responsibility for the conduct of American business and 
terprise. I think that is of great importance in the world today 
Now, Mr. Chairmat — not a question today of how much tux 
we all must pay. Phe amount of that tax will have to be determine 


by the needs of our Nation. Indeed, the organization which I repre 
sent, namely the ¢ ooperat ve League, has officially taken the pos 


tion that, 1! orc rto curb 1! flation. maintain the value of our ecu 


d protect our Nation against a further increase in debt. our 


defense program should be placed pol Pa | pas iws-Vou-“u 


V\ iT] he hard to do. but we also know that to cl other 
further increase in national debt and will make 
Hi ! ooner or later absolutely inevitable regardless of the numibe 
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Ohi organization has voted ah or tlay of necessary fund to fina 
preparatlo by 1 committee of inde pendent, outstand ng, competent 
tax experts of a plan for paying as we go. That plan is not vet read 
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expect to make 1 the oflie al pos tio} ot the ( oopel 
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with other taxable businesses. We should seek to apply the corporation incom 
tax to such retained funds. 

The Secretary will find no disagreement from the Cooperative 
League with the general principles he lays down. He is altogethe 
clear that it would be wrong to tax patronage refunds paid or allo- 
cated. 

It is, however, extremely unfortunate that the Secretary failed 
his testimony to bolster his own argument by pointing out that most 
cooperatives in the United States now pay taxes on exactly the basis 
he proposes. And even as to those which may be said not to pay on 
exactly that basis, they are so regulated by the law that they must 
in virtual effect conduct a nonprofit business to begin with. That is, 
cooperatives are subject to full corporate income taxes on any funds not 
pa d or allocated to patrons. 

Then it is also unfortunate that the secretary did not point out 
that national insurance ge are now taxed on such a basis and 
it ch rates that. for e xamp le. in both 1946 and 1947, the ratio of 
ncome taxes to net premiums written, less dividends to policy vholders, 
was actually higher for mutuals than for stock companies. 

Furthermore, the mutuals can make an excellent case to show that 
if they charged equal premium rates in all cases, the present basis of 
tax would cause mutuals generally to pay more taxes than stock com- 
panies on comparable volume of business. 

As a matter of fact. the main impact of the Secretary ‘s proposal 
falls in the field of the Nation’s agricultural policy, which has for 
many years bee Nn based upon the soun d icles a th: at insof: ir as possible, it 

best to encourage farmers to solve their problems by vabladars 
cooperative action rather than by 1 ge to government. 

I cannot refrain from saving. Mr. ‘hairman, that if we were to 
ittempt to estimate how much if na have cost to have clone any 
kind of justice to agriculture through governmental programs, 01 
other means in the absence of the cooperative movement among farn 
ers, that it would be astronomical in my judgment. The best estimat 

this costs the Government about ten million dollars a 
ost from the 101 (12) exemption. 
e only coopel itives nt sea ax status wouk | be ec his ree dl by acarry 
Ing out of th secre tary ’s proposal would be those farmer ( ooperall ve 


| 


which now qualify under the rigid restrictions of section 101 (12) for 
exemption from Fed ral con poration income taxes only. 

But the Secret: iy, I believe, testified in answer to questioning that 
he was not pre posing repe a] of this section. And even were this to bi 
done and our policy respect ng agriculture reversed, the additional 
revenue to be expected would. in the words of the National Tax 
Equality Assoc] ition itself, he only a drop in the bucket 

The Internal Revenue Code does not contain a line or a sentence 
Pp roving tax exemp ‘tion for coopera itives, as coope ‘ratives, and if 
did conta such a provisi on, we would urge Congress to re peal that 
rOVISION. 

With one modification passed as an aid to agriculture and applyin 
to one tax and toa strictly regulated type of agricultural cooperative ; 
the following state ments can he mi ade. 

Cooperatives in this country are now required to pay, and do pay 
every tax that any other business pays under the same laws and at 
the same rate as apply to all business. This means that cooperative 
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pay property taxes, sales taxes, school taxes, county assessments, 
State and county license taxes, vehicle taxes, social-security taxes, and 
all the other taxes on the same basis as ge nan or other businesses 
pay them. And for most cooperatives in the Nation the same state 
ment can be made : as to Federal corporation income taxes as well. 

Indeed since all this ony Was started, we have been probing for the 
facts and one of them th t appears over and over is that in many com 
munities the cooperative is the largest taxpayer in town. 

Now I know it is u innecessary to say that to the Ways and Meat 

Committee because the members of the committee already know that, 
but there are a number of people in America who do not know that 
because they have been deliberately le d to believe otherwise than the 
fundamental facts in the case. 
The th hey we are concerned about. Mr. Chairman. Is one funda 
mental question. We are concerned that injustice be not done, nor 
the right to conduct their business in the manner they see fit taken 
way from the people. We are op por sed to measures which, under the 
olulse of taxation, would h ive the « off ect of compe ‘ling cooper: itives to 
ease to be genull ely cooperative in their mode of ope ration, 

We object to measures W hich would thus dep ive the people of their 
right to orgnnize businesses to meet their need on a nonprofit basis. 
just as we would oppose with equal vigor any law which abridged in 
any Way the right of the people to organize and conduct businesses 
ona profit basis. 

The essence of what the National Tax Equality Association is pro 
posing to this committee Is that patronage refunds, which coopera 
tives are obligated to pav to their members, be treated as if they were 
profits of profit-making business. This simply is not so. 

To atte mpt to tax patronage refunds against the cooperative would, 
is Secretary Snyder certainly implied, be contrary to justice. Mor« 
over, to do that against cooperatives would require that all business 
e taxed on discounts or mark-downs in prices and treated as if they 
had rece ved income in the amounts of those discounts, even though 
they never did so. For there is no way to make a distinction between a 
recaduct iol made it thy point ot sale and one allowed af the end oTran 
wecounting period, or at the end of a period during which credit 
extended. 

I need har ly Say more to 3] Ow how ridiculous such } proposal 


would be, no fo ul lerline the fact that what is really involved the 
que tion of VW ether nh A) werican businesses — Mf right to red) eC 
prices or costs to their patrons without paving a pen alty tax for so 
cle , 
Profits vcrue To a business and i to its ownershi yas A result of 
I 


transact 3 W ith ot he l pat es. Patr nage refunds on the ot} er hand 
recrue to cooperative patrons ana belo: 7 to them, not to the « oo pera 
tive. asa result of transactions between the cooperative and its patron 
owners. The two are not alike in any way. 

To illustrate, if a cooperative does business with nonmembers, 
must under the law today either pay patronage refunds to those nor 
members (as 101 (12) requires ), or else it must pay full Federal] COl 
poration income tax on all funds so derived, ext epting oO} ly those that 
it is obligated to par to the ] atrons, 

If the hoard of direct rs of that cooperative h is al \ d SCUSSIO! is 


} 


to whether it shall or shall not pay patrons refunds to a group of 
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There are two ways to do it: One is at the point of sale or purchase. 
The other—and much sounder method, and the method much to be 
preferred by competitors—is by paying patronage refunds at the 
end of the accounting period and otherwise trading at going market 
prices, as cooperatives have traditionally done. 

Well, suppose these gentlemen had their way and induced Congres 
to treat patronage refunds as if they were business profits. What 
would cooperatives do! Well, marketing cooperatives could pay mor 
than the market price or at least the full market price to their patron 
when they bought their grain or fruit, and then assess members for 
any loss sustained. What, may I ask, would these gentlemen tax then / 

A purchasing, supply, or consumer cooperative would, if. thes 
ventlemen induced Congress to violate the Constitution, simply se] 
at reduced prices and attempt to operate as nearly at cost as they pos 
sibly could, paying no patronage refunds and benefiting their patron 
at the point of original sale. What would these gentlemen tax then ’ 

Probably they would propose that Congress tax the difference be 
tween the price the cooperative charged its member and the price they 
think it ought to have charged. If SO, all price reductions by whom 
ever allowed would have to be taxed against the business allowing 
them, even though it never had the money in its hand, any more thar 
1 cooperative ever owns the mot ey it is obligated to pay in patronag 
refunds. 

That brings us to the point of absurdity, I think, and it illustrate 
once again how absurd is the attempt to claim that patronage refund 
are « omparable to profits. 

In other words, what I am obje ting to here is that these proposal 
will cause an wi sound method of operation and nota vood method ot 
operation. This is not the way the cooperatives ought to work, bi 
they could, and they exist to benefit that group of people and they VW 
try to do it some way. 

The ruling of the Treasury on this matter is simple, direct, an 
em nently equitable. It simply states in substance, that in the eas 
of both cooperatives and other types of business patronage refunds « 

price rebates are excludable from the computation of taxable incom: 
if paid in accordance with contractual obligations in effect at the tim: 
of the transaction. 

And the basis of whatever differences as may exist between tax: 
paid by cooperatives and taxes paid by other businesses arises, neit he 
from the law nor from rulings under the law, but purely from 
method of treating the patrons or customers, which method is the uni 


versal practice among cooperatives, but a less than universal practic: 


among other businesses. 

Now many of them do the Same thing. Indeed, I would be confide) f 
that there are many more businesses that are not cooperatives that 
pay some kind of pl ice rebate or patronage refund than there are co 
operatives in total number, but they do not universally do it that way 

In conclusion, let me point out the following facts: , 

Kighty-six percent of all American businesses are partnerships « 
1? dividu il proprietorships. Quite properly they pay ho corporatio 
income taxes because their entire income is distributed to the partner 
or ownel ! { eV, as the recipients of the income, pay the tax to the 
extent Tl! 
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In exactly the same manner cooperative patrons to whom all the sav- 
ings of the cooperatives must be distributed are liable for income tax 
on any money received by them that would be taxable against any 
business partner. 

About 13 percent of American businesses are corporations. 

About ll, percent of them are cooperatives, 

I believe I am correct that through the years and on the average, 
between a quarter anda half of the corporations of the country report 
taxable income and pay corporation income taxes thereon. ‘The rest 
of them, either because losses have been sustained or for other reasons 
report no taxable income. 

Indeed, in 1945, some 118,000 corporations which did $16,000,000,000 
worth of business claimed $1,000,000,000 of losses between them, and 
were, of course, not taxed on those losses. 

Where does all the complaint about cooperatives then come from. 
Is it unfair competition because the majority of corporations pay no 
income tax, hav Ing sustained losses ¢ No one says so. 

Then how can it be contended that cooperative—a very much smaller 
number of competitors—constitute unfair competition because they 
deliberately forego what profit they might make, but do not make, be- 
cause they, by nature, must forego it and pay it to their patrons. 

This attack on cooperat ves Is an atta k on the people's right to con 
duct nonprofit business for their own benefit. It is not really a tax 
question at all. Rather, It is an attempt to use pol tical means to 
eliminate competition oft a most fundament lly democrat C il cl typ! 
cally American type of business organization. I do not believe for 
one moment that such ai ittemipt Ww ill succeed, 

Mr. Chairman, there are some questions in this field of the tax ito! 
of cooperatives with which I have not attempted to deal. I have not 
done so because I wanted the full impact of my remarks to fall upon 
the main question : That is, the question of the treatment of patronage 
refunds. 

Other witnesses will discuss 101 (12) much better than I could. for 
example. 

| sn ill, however, be olad to answer as fully and honestly as I know 


how. any questions which the committee desires to put to me, W hether 


or not they may have been touched upon in my prepared statement. 
Thank you, very much. 
The CHAIRM AN. | Cone itul ite the cooperatives on the r 


{ f then advan ate of this qi stion now before the committee. 

Mr. Voornis. That is very kind of you, Mr. Chairman. 

The CrarrM an, I have just a very few questions, Mr. Voorhis: not 
for the purpose of provoking an argument, but purely for informa 
tion. 

Now. this question of taxing the cooperatives is not confit ed how 
to the United States ( ongress, is it? Is not this questior quite a 
Inayor sue mM Mmwany of the States of the Union ? 

Mr. Voormis. Yes, sir: it is involved in some of the States’ 

itures, 

The Cuamman. Is there not a feeln vr in these States th 


ome tax advantage that the cooperatives are enjoyin 


ow th 
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exactly what thre cooperatives co, fit wants to do so. 
Phe CHAIRMAN, Suppose they did, what would become of 
nue that should be paid the Government ¢ If they all die 
much revenue would the Government lose / 
Mr. V oornts. | think the Fede il (rovernment would 

s well off from a revenue point of view, Mr. Chairman. 
distributions that represent any effect on the taxable in 
recipients of those distributions are taxable against those 

n their individual income taxes. 


Now. then. as a matter of actual fact. the ultimate sour 


s the people of the com try. You might have to ralse ndividual 
mecome taxes some, but you would have a broadet Dase to tax, You 
would have more people \\ th substantial incomes to tax as ndividuals. 

| do not think it is vg i tO make too much ditference just where 
you get the money. ed, I tl 
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The Cuatrman. Then we could go to a general sales tax, but you 
do not favor that? 

Mr. Voormis. I said I would not under present circumstances oppose 
a broad excise tax. I do not think it ought to fall on food, clothing 
and basic necessities of life, Mr. Chairman. I do not think it needs to 

The CratrmMan. I am just asking you questions for information. 

Do you believe that there is competition between cooperatives an 
private business ¢ 

Mr. Voornts. Certainly there is competition between them. 

The Cramman. If so, do the cooperatives have an advantage ove! 
private business due to the fact that the cooperatives do not pay 
tax on the amounts which they give their patrons as dividends ¢ 

Mr. Voornis. No, sir: I do not think they do, Mr. Chairman. 

Phe Cuarrman. That is the crux of the whole question right now 

Mr. Voorttus. Yes, sir. I do not think they have a tax advantag: 
there at all. 

In the first place, that cooperative has to make a decision as to 
how it is going to operate, and so does the other business. The money 
that the cooperative pays in patronage refunds it pays to its members, 
ind it does not belong to the cooperative. The coperative necessarily 
does divest itself of substantial ownership of that money. 

The other business does not. Now any ee tse: that chooses to pay 
patronage refunds does not tax it on the patronage refunds. If th 
cooperative retains income in its own name and does not distribute, 
the cooperative is taxed on it. 

I cannot see where there is any tax advantage one way or another. 

Che CHarman. Do you think that there should be a tax on all the 

serves, whether allocated or not allocated ¢ 

Mr. Voornis. The whole burden of my testimony was to the effect 
that when cooperatives pay patronage refunds, that that is an entirely 

ferent operation from a profit operation or when any other bus 

ess pays the patronage refund it is a different operation from a profit 
operation. 

The CHamman. From a tax standpoint, are the cooperatives o1 
precisely the same basis so far as Federal tax is concerned as thos 
orporations W ith W hich they are in competition / 

Mr. Vooruis. So far as the law is concerned. 

‘The Cuairman. Are they on precisely the same basis as the corpora 
- h which thev are in competition 4 
am not arguing with you. I am just asking you for informatio 

Mr. Voornts. Mr. Chairman, I am going to try to answer it. I 
the first place, you have the LOL (12) provision for farm cooperative 
which IT have not discussed at anv leneth, but which I would be ela 


t 


to do. if vou want me to. I think others are more qualified. 

But outside of that one provision, Mr. Chairman, as I said in my 
testimony. there is nothing either in the law or the regulations that 
proposes to treat cooperatives any differently than the way in whir 
hey bus nesses are treated. 

Now. let us take two businesses over here, neither of which a 
One of those businesses operates on a basis of distril 


? 


ooperatlives. 
ting to its customers a certam proportion of the price that they pay 


oh trad neg stamps or some other manner. This business lor 
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One business has chosen to distribute back part of what would be 
its profits to its customers and this other business chooses not to do 
that. 

Are you supposed to tax this business over here that does distribute 
part back to its customers on a different basis from this one here or 
should you leave it on the same basis ¢ 

It seems to me you should leave it on the same basis and this business 
here Is not taxed on the money it returns to its customers on the basis 
of prior obligat ions, Or prior agreement to do it. 

The same way with cooperatives. It depends on how they treat 
their patrons. 

The Carman. You have answered my question in such a round 
about way that no one can determine whether you are saying yes or no. 

Mr. Voornis. Mr. Chairman, I am sorry. My answer is that coop 
eratives in the United States are treated by the tax regulations in just 
the same manner that other businesses are treated. 

The Cuarrmman. There some suggestion now to change the law 
of the United States. 

Mr. Vooruts. That is right. 

The CuarrMan. That is what you oppose? That is a fair question, 
is it not? 

Mr. Vooruis. Yes, sir. 

Mr. Chairman, | would not Oppose anything being done which might 
clarify the basic principle which I state, which is that if any business, 
whether it be a cooperative or otherwise, has income which it is not 
obligated CO pay to Its patrons, and which it does not pay, that much 
constitutes income to the business and I would not personally object 
to that being taxed as ai y other business 1s taxed. but mv contention 
is that in substantial effect that is done right now. . 

The CHAIRMAN. The quest ion of allow ated and unallocated reserves 
confuses the situation, does it not? 

Mr. Vooruis. I am talki “ about the difference whether they decide 


they are voing to allow ite, O1 whether thev cannot decide. l have 
said that if the board ot cl rectors of the cooperative has discret ] 


over that money, if they can decide to allocate or not to allocate, ther 
it is income to the CoOOpel itive and should be taxed, but where they 
have a prior obligation to pray it on the basis of the patronage rt fund. 
if is not their money at all: { belongs to the patron and it IS hot mol ey 
belonging to the cooper itive. 

The CuarrmMan. There profit :isthere not? Weare talking about 
protit. 

Mr. Voorn is. No, Sir: the whole burden of n V statement Is to thre 
effect that it is not a profit. 

The CHamrmMan. You could not allocate it if it were not profit. 

Mr. Vooruts. Yes, you could, Mr. Chairman. 

The Cuamman. How could you allocate it if it was not profit 7 

Mr. V ooru Is, It is the margin bet ween the monev rece ved bv the 
cooperative and the money paid out in cost. It is a margil 

The Crraiman. What is the difference between margin and profit / 

Mr. V oornis. I) 1 \ jndgament there is Hh good deal of differen: 
Mr. Chairman. If there is money that does not belong to me, but 
belongs to comebody else, | do not See how it en be regarcd i 


profit in my hands, 
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Now, Mr. Chairman, there are cooperatives in this country tl 
pav every bit of cash and then every member of the cooper itive tur 
around and reinvests that money. 


There are othe cooperatives where the members agree ahead « 


time that they will reinvest a certam pe reehntage of those patronag 
ret inds. There S not any substantial difference. That is nothn « 
in the world except a reinvestment of money that belongs not to th 
cooperative, but to its patrons. 

The Cuarrman. But the question is on taxing the margins whi 
are not actu illy para out. That rets down 


a to the meat of it. whether 
or not you favor taxes on those margins which are re] ited very close 


to prohts f they ire not yard out to patrons. 
| . | | 
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wire me. I do know that there are hundreds and hundreds of sma 
corporations who write me repeatedly about this matter in their ow: 
name, and not as propaganda. 

Mr. Voornts. I have no doubt. 

The CHarrmMan. I have to deal with that. 

Mr. Voornts. Now, Mr. Chairman, let me point this out to you: S 
far as the competitive threat of cooperatives against those smal 
business men is concerned, compared with the competitive threat o 


vreat b g nationally integrated companies that are moving Into every 


local community in this country, it is ridiculous to compare the con 
petitive threat from cooperatives, on the one hand, and the competitiv: 
threat from the big chains and other nationally integrated business, : 

the other. 

There are thousands of small-business men who are taken over b 
the big nationally integrated corporations for every one that a coopera 
tive buys out. 

Yet all this excitement is about the cooperatives. 

Now, I just do not think it represents a fair appraisal of the rea 
situation, Mr. Chairman. 


The Cuatrrman. Are not the cooperatives getting into a lot of 


activities that are not directly related or connected with the busines 
in which thev are supposed to be engaged ¢ 

I am informed that they are branching out and owning hotels ar 
filling stations and processing plants and a hundred and one othe 
things. 

Mr. Voornis. That is right, Mr. Chairman, they are. And why 
should they not? Here is a bunch of American citizens who ar 
organized 1! busimess, Let me make a& comparison, Mr. Chairmat 

You take an oil company or a steel company, those ol eompan 


and steel companies try to integrate then operations, do they not ¢ 


I 


They try to be able to supply their own needs by establishing variou 


chai s in the li k so they can supply themselves with raw materia 
down to the hn shed produc Ge When they do that. nobody compla 
because it is a nonprofit distribut on from one department of t] 


great corporation to the other. 

You do not say something unfair has been done he cause the Unit: 
States Steel Corp. does not pay income taxes on what it may hav 
charged for iron ore to its smelters. You take it for grant: 
that will be a no profit line of dealings. 

Here is a bunch of farmers over here who are carrying on agri 
ture and who need tractor fuel to do the job, Now they have starts 
to distribute gasoline to themselves and tractor fuel and they ha 
found out they could not get it. 

Then they established refineries. They found out they could 
get crude for their refineries. ‘] hey went back and owned some Oo 
wells. All In the world they have clone is exactly the Same as evel 
big corporation in this country has done. They have tried to int: 
grate their agricultural operations and protect their econon 
position. 

But, when they do it, then everybody thinks when they sell 
themselves from their oil well to the refinery. somehow or other. th 
have no right to do it on a cost basis, which is all the cooperat 


it< 


tries to do. 
The CHAIRMAN. Sti el does not go into the field of acriculture. 
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Mr. V oorHIs. They are important in the field of agi iculture. The 
farmers pay for their own products. 

The CHAIRMAN. \\ hy do they hot expand in the field of agi iculture, 

instead of some other field not related whatever to the primary 


business. 
Mr. Vooruis. I am just trying to draw the 
out that a group of American citizens who organize a cooperative 


business have just the same right to expand their business as have a 


bunch of people who organize a Col poral lon, 
The Cuarrman. They can do that if they pay the same tax. 


comparison, and to point 


That S 


th sides 


Mr. Vooruis. I am telling you, Mr. Chairman, basically they do. 
The CHAIRMAN. Maybe the tax advantage does not e@XIst. 


why I am asking you these questions so that I may hear bo 
want to hear both 


and come to a sound and correct conclusion. I 
sides of it because I have an open mind on the subject up to this poi 
Mr. Vooruts. Yes, sir. 
The Cuarmman. Mr. Reed / 
Mr. Reep. Mr. Voorhis, we are certainly glad to see 
We really miss your fine mind over in the House. You. 
record while you were here. 
Mr. Voornts. Thank you, sir. 
Mr. Reev. When the patronage dividend is paid to the farmer, he 
pays the tax, does he not / 
Mr. Vooruis. That is right. 
Mr. Reep. You are not a registered lobbyist 
Mr. Vooruts. Yes, sir: I am. 
Mr. Reep. As a lobbyist, you are 
butions for your organizat 
Mr. Vooruis. No, sir. 
its members, amounting t cen ‘royear per malvidt 
Mr. Reep. There is in ors LIZzatl l ere, | think 
tional lax Equality Assor Lion. have before me ol 
ithe tine 


Is Supported by 


tters which are 1 oe, 
Inasmuch as the conte nts of this letter are direct 


ink J \\ i ren 
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‘peg receive 
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These are the contributions for the second quarter ending June 30, 

1949: 
California: 

Baker & Hamilton, San Francisco. 

California Packing Corp., San Francisco. 

Dunham, Carrigan & Hayden Co., San Francisco. 

Sloss & Brittain, San Francisco. 
Colorado: 

The Colorado Milling & Elevator Co., Denver. 
Idaho: 
. he Idaho Power Co.. Boise. 
Illinois: 

H. D. Hudson Manufacturing Co., Chicago. 

Standard Oil Co., Chicago. 

Uhlmann Grain Co., Chicago. 
Indiana: 

Northern Indiana Public Service Co., Hammond. 
K insas: 

The Coleman Co., Wichita. 
Kentucky: 

Belknap Hardware & Manufacturing Co., Louisville. 

Louisville Gas & Electric Co., Louisville. 
Michigan: 

The Detroit Edison Co.. Detroit. 

Consumers Power Co., Jackson. 
Minnesota: 

King Midas Flour Mills, Minneapolis. 

Leami ton Hotel, Minneapolis. 

Northern States Power Co.. Mir neapolis. 

Peavey Elevators, Minneapolis. 

F.H. Peavey & Co., Minneapolis. 

Peavey Lumber Yards, Minneapolis. 
M SSISs } Pi: \I . SSsippl Power & L ov] [ ('o.. ela kson. 
New York: Americal C\ inamide Co... New York C ty. 
North Carolina: North Carolina Power & Light Co., Raleigh. 
Ohio: 

twick-Braun Co., Toledo. 
ibus & Southern Ohio Electric Co., Columbus. 

Oklahoma: Oklahoma Gas & Electric Co., Oklahoma City. 
Pennsvivania: 

Duquesne Light Co., Pittsburgh. 

Pe nsvivania Power & Light io. Allentown. 

Ph lack Iphia Electric oe Philadelphia. 
Texas: 

Tex-O’Kan Flour Mills Co., Dallas. 

Lumbermen’s Association of Texas, Houston. 

Lone Star Gas Co., Dallas. 
Utah Salt Lake Hardware Co., Salt Lake ( ‘ity. 
Virginia: F. S. Royster Guano Co., Norfolk. 
W ish netol W ish oton Water Power [.. Spok inne, 
\W ons - Stratton Grain Co.. Milwaukee. 
( olor ido: Pul Service ( ‘O. of Color ido. Denver. 
Florida: Florida Power & Light Co., Miami. 
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Illinois: 

Alexander Lumber Co., Aurora. 

James E. Bennett & Co., Chicago. 

Norris Grain Co., Chicago. 

Uhlmann Grain Co., Chicago. 

Indiana: Public Service Co. of Indiana, Indianapolis. 
lowa: Maytag Company, West Newton. 
Kentucky: 

Kentucky Utilities Co., Lexington. 

Belknap Hardware & Manufacturing Co., Louisville. 
Louisiana: Southwestern Gas & Electric Co., Shreveport. 
Michigan: Detroit Edison Co., Detroit. 

Minnesota: Mat shall Wells < te Duluth. 
Missour1: 

Hart-Bartlett-Sturtevant Grain Co., Kansas City. 

Simonds-Shields-Theis Grain Co., Kansas City. 
Montana: 

Montana Power Co., Butte. 

Montana Elevator Co., Great Falls. 

Montana Flour Mills Co.. Great Falls. 

Nebraska: Roberts Dairy Co., Omaha. 


I believe I heard recently they have been involved in a law suit. 
Are you familiar with that case ? 

Mr. Vooruts. Fairly so. 

Mr. Reep. I wonder how many of these took a deduction for their 
contr butions, and if So. In V olation of the law. under the inducement 
and encouragement of the National Tax Equality Association / 

Mr. Voornis. I don't know whether that company was one that did. 

Mr. Reep. | believe t] it was one that did. 


New Jel ey “ Public Serv ce Ele tric & Gas Co.. New irk. 
New York: Consolidated ied SOT) Co. ot New York, New York ( ty. 
North Carolina: North Carolina Power & Light 0. Ral eh. 
Ohio: Columbus & Southern Ohio Electric Co.. Columbus. 
Pennsylvania: Duquesne Light Co., Pittsburgh. 
Tennessee: C. M. McClung & Co., Inc., Knoxville. 
Texas: 
Texas Electric Service Co.. Fort Worth. 
Mone? ef Leno I \J mutacturing ee... Hou ton, 
Peden Iron & Steel Co.. Houston. 
San Antonio Machine & Supply Co., San Antonio. 
Utah: Utah Power & Light Co.. Salt Lake City. 
W SCO! sin - Joseph ‘) hl t Brewing ( Ore Milwaukee. 
Arkansas: Col. Robert Baker. Fones Bros. Hardware Co.. Little Rock. 
Indiana: 
Kk. B. 
M. .J 
Michigan: 
C. H. Buhr. Buhr Sons Co., Detroit. 
E. B. Morley, Morley Bros., Saginaw. 


Marti dale, Van ¢ amp Hardware & Tron ¢ 0.. Indiar apol 
Claussen, Hibbard, Spencer Bartlett & Co., Evanston. 


] wol der how friendly the many eley itor compan es are ont there 
] wonder whether they ire contributing. 
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Fullerton Lumber ¢ 
Charles W. Sexton Co.. Minneapolis 
St. Paul Fire & Marine 1 ce 
St. Paul Livestock Ex 


es of New York. 


+f 
he Bost w 
Pennsylvania: 
Atlantic Refining Co., Philadelph 
Duquesne Lig! Pittsburgh. 
lexas: 
Humble Oil & Refinin; i 
Lumbermen’s Associat 
lex-O’Kan Flower Mills Co., Dallas. 
lexas Wholesale Hardware Association, Pearsall. 
Zork Hardware Co., E] Paso. 
Virginia: Smith Doug! iss Co.. Inc. Nor folk. 
Washington: Washington Water Power Co.. Spok ne. 
W iscons n: Wisconsin Powe & Light Co... Madison. 


on of Texas, Houston. 
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These are the contributors for the second quarter, ended June 
380, 1950. 
Illinois: 
Mr. Emmett Barker, James E. Bennett & Co., Chicago. 
Mr. James Norris, Norris Grain Co., Chicago. 
Louisiana: Mr. Frank M. Wiskes, Southwestern Gas & Electric Co., 
Shreveport. 
Michigan: C. R. Landrigan, Detroit Edison Co., Detroit. 
Minnesota: W. M. Trailor, Wilcox Lumber Co., Detroit Lakes. 
Missouri: 
Mr. Paul D. Bartlett, Hart-Bartlett-Sturtevandt Grain Co., Kan- 
sas City. 
Mr. J. K. Naylor, Pet Milk Co., Kansas City. 
Nebraska: Mr. Paul C. Gallagher, Paxton-Gallagher Co., Omaha. 
New Jersey : George H. Blake, Public Service Electric & Gas Co., 
Newark. 
New York: Thomas H. Truslow, Corning Glass Works, Corning. 
Ohio: Mr. W. E. Caldwell, Cleveland Twist Drill Co., Cleveland. 
Pennsylvania: Mr. Edward Torter, Philadelphia Electric Co., Phila 
delphia. 
Tennessee: Bruce Keener, Jr., Knoxville. 
Virginia: 
W. T. Wright, S. F. Royster Guano Co., Norfolk. 
Mr. I. D. Dawes, Virginia-Carolina Chemical Corp., Richmond. 
Wisconsin: G. W. Van Derzee, Wisconsin Electric Power Co., Mil 


waukee. 


These are the contributors for the third quarter ended September 


00, 1950, 


California: 
Wakefield, Baker, & Hamilton, San Francisco. 
J.C. Folliard, Sloss & Britain, San Francisco. 
Colorado: C. A. Burkhart, the Denver Clearinghouse Association, 
Denver. 
Connecticut: C. F. Thompson, Wallace & Sons Manufacturing Co., 
Wallingford. 
District of Columbia: Davis Weir, State Loan and Finance Corp., 
Washington. 
Florida: McGregor Smith, Florida Power & Light, Co., Miami. 
Illinois: 
F, K. Cullman, Bowman Dairy Co., Chicago. 
A. W. Peake, Standard Oil Co., Chicago. 
Indiana: R,. A. Gallagher, Public Service Co. of Indiana, Indian 
ADOLIS, 
Kent ucky: Charles R. Bottorss, Belknap Hardware & Manufacturing 
Co., Louisville. 
Louisiana: G. M. Andrews, New Orleans Pulic Service, Inc., New 
Orleans. 
Michigan: Mr. C. R. Landrigan, Detroit Edison Co., Detroit. 
Minnesota: 
F’. Peavey, Hesselefinger, S. H. Peavey & Co., Minneapolis. 
H. G. Dickey, Van Dusen-Herrington Co., Minneapolis. 
W. L. Taylor, Wilcox Lumber Co., Detroit Lakes. 
P. W. Anderson, Farwell, Ozun, Kirk & Co., St. Paul. 
John H. Moore, Marshall Wells Co., Duluth. 
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Missouri: 
Frank A. Theis, Simonds, Shields, Theis Grain Co., Kansas City. 
Rocky Mountain Grain & Commission Co., Kansas City. 
Montana: j 
Paul R. Trigg Elevator Co. 
Montana Flower Mills Co. 
Nebrask > J. Gordon Rol erts, Roberts Dan y Cx Omah ® 
North Carolina: : 
Henry J. Allison, Allison-Erwin Co., Charlotte. 
L. D. Nuc hols, Char lotte. 
North Dakota: Harold Schaffer, Bismark. 
Ohio: 
H. D. Cran, The T. W. Bingham Co., Cleveland. 
Walter C. Beckjord, Cincinnati. 
J. Lb. Poston. Columbus & Southern ( hio Ek curl Co.. Colum! us, 
Te hessee : 
R. C. Dickerson, American Cotton Shippers Association, Mem 
yhis. 
Edmond Orgill, Orgill Bros. Co.. Memphis. 
W. F. Stephenson, Stockran-Warren Hardware Co., Memphis. 
‘Texas: 
S. A. Moncreif, Moncreif Lenoir Manufacturing Co., Houston. 
H. H. Baker, Humble Oil & Refining Co.. Houston. 
H. E. Conner, Peden Lron & Steel Co., Houston. 
J B. Thomas, ‘Texas Electric Service Co.., Fort Worth. 
Jack P. Burrus, Tex-O’Kan Flower Mills, Dallas. 
Ray Grisham, Weste I Cotton ( i] Co., Abilene. 
S. Zork, Zork Hardware Co. 
Utah: J. A. Hale, Utah Power & Light Co., Salt Lake City. 
Alabama: Mrs. Una G. Ramsey, Alabama Retail Hardware Associa- 
tion, Birmingham. 
Arkansas: Col. Robert Baker, Fones Bros. Hardware Co., Little Rock. 
California: Curtis Hayden, Dunham, Carrigan & Hayden Co., San 
Francisco. 
Michigan: 
Robert Walohan, Birch Run. 
C. H. Buhl, Buhl Sons Co., Detroit. 
KE. B. Morley, Morley Bros., Saginaw. 
Minnesota: 
Ben C. McCabe. Inte rnat onal Elevator Co.. Minneapolis. 
Allan Hill, Janney, Sentle, Hill «& Co.. Minneapolis. 
Missouri : 
I, J. J. Schanakenburg, St. Louis Cordage Mills, St. Louis. 
A. Wessell, Shapleigh Hardware Co., St. Louis. 
Montana: Frank Bird, Montana Power Co., Butte. 
New Jersey: Dewitt J. Paul, Beneficial Industrial Loan Corp., 
Newark. 
New York: 
Wilmot Wheeler. Ame rican Ch Wn & Cable Co., New Yo! kx. 
Dr. Edwin R. Masback, Masback, Inc., New York. 
North Carolina: N. A. ( ooke, Duke Power Co.., Char lotte. 
Qhio: 
M. G. Nussbaum, Swan Rubber Co., Bucyrus. 
W. P. Tracy, The Tracy-Wells Co., Columbus. 
A. J. Rorabuck, Cleveland. 








ve give) committ I an o have ve 
Mir. \ Riis Phank Vou. 
Nir. Cam I. like all the other members of this committee, receive 
e i that we have referred to: and IT am vineed that tl 
I sectlo rie rhie ! i rae ( 
en, are der a false impression regarding oopel ves 
Ml Vi Riiis | tlh COD ced t] iftthevare 
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Mr. Vooruts. That is what they think. 
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money.” If you folks did something that would clarify that and woul 
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us, it would be the oreatest favor that was ever done for the Way 








t} 

| 

WOLL 
orga 





REVENUE REVISION OF 1951 1247 


ind Means Committee ger erally because these people down there are 
ust beginning to hound us every time we put our foot on the train. 

I have been in my own district just recently. T was down there for 
lays. A man called me on the telephone und I think that if I could 
nave seen him. if there had been a television method ot seerng him, 
ie would have been frothnu vr al the mouth. He said, ~ look right 
vweross the street from mie, al d there isa hardware store vetting ill of 
my customers Yet you are taxing me and hxing to raise my taxes, 
ind that fellow isn't paving a cel dy 

That is the wav he talked and this man believes that. Now you 
folks cannot meet this thing by just trying to explain it every time, 
It is a broader question than that. Phe cooperatives can take care 
of it. 

Mr. Stam told us that there were from S18 million to $25 million 

these allocated div denads Yo 1 could prey the tax on that and if 
would be much more or a elp than raising the money to form an 
org@anizatiol to tight th sSorgvanizatiol that Nir Reed has just clesc ribed. 
You could do it by pay hye the t iXxes al al if would he ( heaper for you. 
Itisinthat way that I hope t} e cooperatives W il] vet together and help 


ip solve this problem which reoceul ere every Vear. 

Mr. Voornuts. Well, Mr. Camp, I would like to just say one or two 
things. In the first place, I would like to pomnt out that the last time 
] was before the committee the chairmal made a sugevestion., He 
isked whether I would be favor of having the federation commis 
sion, or some similar body ind he did not specify just which one 
make a thorough study of t matter and come in with a report on 
what should be done. | Sarat il | would be very. very much in favo 
of that—and I would b [| would be in favor of having legislation 
massed to completely clarify this whole business, as far as I am con 
erned. 

I] have already testihedt 1 il here the cooper itive has funds which 
t does not pay or allocate to its members, T think that Is a prope 
subject for taxatiol Lhe on ly t] he that | want to make clear is 


that that is t ixed as of nov 

Mr. CAMP | think if . but whe you snd “paid Ol allocated” 

Mr. Voornmis. All right, I would like to speak to that. 

Mr. Camp. Here is what our folks sav. Let me tell you this—and, 
is Mr. Doughton said, I am not but am rather just giving 
you our side of this picture—and T would like to say parenthetically 
that | think the coopera ve movement mn this country has done a 
wonderful job. Asa former fruit grower, we used to ship our fruit 
ind sometimes we never heard of it any more, The cooperatives have 
saved the fruit business for the farmer and they have aided other 
businesses. They have done a wonderful job in other areas and in 


reruns * 


i 
] 
{ 


many farm groups. 

But they are faced with this crit icism and they can correct it. They 
in do it as sure as IT am talking, and they can do it by just saving. 
“We are going to pay these profits or whatever they are to the farmer. 
If we dont pay them we will retain them for expansion and we will 
pay the taxes on those funds.” 

Now, if they will do that, you wont hear anv more because there 
will be no grounds for any more talk. 


79120-—51—pt. 2 $5 





REVENUE REVISION OF 1951 


Mr. Voornis. Now, of course, the farmer would have a_ perfe 
right to re invest part of that money in the co- Ops, would he not ¢ 


Mr. Camp. Yes: but let him first receive it. Then let him send the 


money back. But this assigning a piece of paper is just not right. 


Mr. Voormis. But, Mr. Camp, you realize that the farmer ts taxabl 


regardless of the form in which he receives that. It doesn’t matte 
whether he receives it in cash or in paper. 


Mr. Camp. I realize he is taxable, but then I realize he is not being 


taxed. That is the point. It is not true in every case, of course 
Some of them really are paying it, 

Mr. V OORELIS, Well. the farme I's shoul | be paying those taxes, ane 
that is what the law says. 


Mr. CAMP. Certainly he shouk | be. and Il have thought that it could 
be done very simply | Vv jus st letting those dividends be paid in cash, 


which cash would be taxed, and as to that proportion which is retaines 


for expansion purposes let there be some sort of legislat ion to definitely 


Say what is to be done with it. Now I think you folks yourselves coul 
work that out. 


Mr. Vooruis. I certainly would welcome an op portunity to hav 


this situation clarified in law. I would only like to point out that 
all of the past refunds had been paid in cash and not reinvested, yo 


woul | not h ave this structure of coope ‘ratives to do the very jobs that 


you are t: alki ing about because it was the reinvestment of funds on the 
part of their members into cooper: itives that made it possible for th 
coope ratives to pel form the services that they have per formed. 

Mr. Camp. Well, you speak as though the Government would tak 
all that in taxes. 

Mr. Voornts. No, sit 

Mr. Camr. The Government would not tax that expansion 
rates would not be that high. They could still expand, and I 
io see them expand. 

Mr. Voornis. Let me point out this one thing, that whereas in 1 
ase of a corporation, if the corporation retains the funds for expa 
cron, the omg te ition pays a tax but the stockholders do not. In t] 
case of » cooperative, if it pays its patronage refunds in a for 
othe Powe cash. the members are taxable on that as svathecy agall 
them even though the cooperative 1s not. So in order to put it on a 
fours, if you are going to tax that money which the cooperative r 
ceives back, you will be taxing both the member and the co-op becaus 
the member owns it. 

Mr. Camp. I never would suggest that at all. I would have t! 
member of the cooperative pay the tax on the actual cash he receiv: 
and not have the co-ops pay a tax on that money which is sent ba 
for expansion. It would be only taxed one time. 

Mr. Voormis. Well, basically | am for you, Mr. Camp; but if ve 
are saying how that we should tax a co op by an income tax on mon 
that is simply an investment in the co-op, I think we would have 
talk about that a long time. 

Mr. Came. I never would agree to that. 

Mr. Voornis. I am sure you would not. 

Mr. Camp. I certainly would not. 

Mr. Voornts. I know that, sir. 

Mr. Came. But I think you could simplify this whole thing by | 
ting the co-op member pay his tax on the amount of cash divider 


/ 


ee 
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which he receives and is not sent back to the co-op. Then let the co-op 
ay a tax on that only which they retain. Therefore, the money would 
be taxed just one time. 

Mr. Voornis. On any money that the co-op retains on its own 

ume—with that I thoroughly agree. 

Mr. Camr. That is all, Mr. Chairman. 

Mr. Kean. Mr. Chairman. 

The CHarrman. Mr. Kean. 

Mr. Kean. If a nonexempt cooperative does business with a non 

ember and pays the patronage dividends only to members, does the 
cooperative pay the corporate income tax on the profit it makes from 

e nonmember business / 

Mr. Vooruis. Yes, su Every dime of it at regular rates. 

Mr. Kean. Whether it is distributed or not to the members / 

Mr. Vooruts. Whether or not it is distributed to the members. It 
cannot distribute that money to the members without first paying the 
orporate Income tax. : 

Mr. Kran. Now if the profits are distributed to the members in pro 
portion to their patronage, the members pay income tax on the dis 
tribution, do they not ¢ 

Mr. Voornis. ‘The members pay it if it affects their taxable income 
Let me explain that just a moment. If you receive a discount on 
purchases at the stationary room, for example, of if my wife buys a 
dress that is marked down from $19.99 to $13.99, we don’t regard that 

generating taxable income because it simply is a reduction of the 

st of a consumable item 

Mr. Kran. Well, | am talking about nonmember business. I am 
talking about business that they do with nonmembers. 

Mr. Voornis. And where they do not distribute ¢ 

Mr. Kean. No. If profits on nonmember business are distributed, 

ll the members pay income tax. 

Mr. V ooruis. In that case that would be income to the members. 

Mr. Kean. It would be income to the members / 

Mr. \V oorHtIs. Yes: and the members should be taxable on that as 

come to them in all cases 

Mr. Kran. How do you notify the people who do pay these taxes 
that there is a tax due/ For instance, when something is credited 

the books to someone and he never sees it, how does he know that 
e has to pay income tax on that’ Do you actually send out notices 

it there Is income tax due on these things ? 

Mr. Vooruts. In most cases, yes. I think that practice should be 

proved in some instances. But he always receives a notice that 

has received this form of refund. He always receives that. 

Now, whether in every single case he is advised in that notice that 

s is taxable income to him, I cannot tell you that in every single case 
I! know that isdone. Ido know that he is always notified—and I think 
personally that he should always be notified and that in most cases by 
| of the well-run co-ops he is notified—that this represents an addi- 

n to his taxable income. « 

Mr. Kean. Thank you. 

Mr. Curtis. Mr. Chairman. 

The CHarrman. Mr. Curtis. 

Mr. Curtis. Mr. Voorhis, what constitutes the cooperative league / 
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Mr. Voornis. The Cooperative League is an association that h 
member organizations. Thirteen of those member organizations ai 
regional w holesale cooperatives and they pay dues to the league atti 
rate of 10 cents per year for each of their members. The other tw 
members are mutual insurance companies, They pay at the rate « 
5 cents for each of their members. 

Mr. Curtis. Now what do you mean by “wholesale cooperatives” 

Mr. Voornts. I mean the cooperatives like the Consumers Coopet 
tive Association of Kansas ¢ ‘ity and the Midland Cooperative Whok 
sale Association. I mean one like the Farmers Union Exchange 
Nebraska, except that they do not have to be a member of the leagu 
But that is what I mean, just to identify it. 

Mr. Curtis. Are any of them marketing cooperatives ¢ 

Mr. Voortis. Not in the Cooperative League. But may I make 
clear that some of them do a degree of marketing. The Farm Burea 
(Cooperatives Association of Ohio does a considerable amount of era 
marketing, but the bulk of its business is a supply business or a pu 
chasing business. No purely marketing cooperatives are members of 
{ ooperative League. 

Mr. Curtis. If a purchasing cooperative is purchasing supplies t 
be used in a farmer's business, the savings or refunds. or whatever wi 
moieht choose to eall them, do come in most instances into the taxabl 
Income of the farmer member, do they not ¢ 

Mr. Voornis. In all cases where it is a farm supply: ves. 

Mr. ( 1 RTILS. That Is because if lessens the amount of business dedu 


tions / 


Mr. Voortnis. Basically, that is right. 

Mr. CURTIS. Hlow long have you been associated with the Coopel 
tive League / 

Mr. Voortus. For t years, ever since I was beaten for Congress 

Mr. Curtis. That is all, Mr. Chairman. 

Mr. Grancer. Mr. Chairman. 

The Cuamman. Mr. Granger. 

Mir. Grancer. Mr. Voorhis., regardless of the merits of the case. 
tha k you have made the best possi! le cise that could be made for vo 
organization. Whatever your salary is, I think you are earning 

But I think Mr. Camp put his finger on one of the difficulties. 
think there are people in small communities, businessmen who th 
that the co Ops do not even pay any property faxes, let alone incor 
taxes, They do not think they pay any taxes al all. I think it is tl 
misunderstanding of the cooperatives that is giving you most of t 
trouble. 

Mr. V ooruts. So do a 

Mr. (GRANGER. I suppose there may be sore abuses in the coopel 
tive movement some places. 

Mr. Voornts. Well, I think nothing is perfect, Mr. Granger. | 


mi last appearance before this committee—and I was reading Ove 
that statement before I came down here and I have a Copy of it befor 
me—I said, “No human institutions are perfect.” I said, “There 
things that need to be improved about taxes,” and so forth. And 
said further. “We would be glad to sit down with the committee a 
see where any of those things are subject to proper legislative clarifi 


.* ’ 
tion” and we would. 
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Mr. (FRANGER. Well. | think every member of this committee ic 
ecelving letters, as the chairman has indicated, saving, a refuse to 
pay any more taxes until all people are taxed,” indicating that there 
re some people who are evading taxes. That is what I understood 
the chairman to say, and I understood him to say further that hi 
creed with that, and so do I. 

Mr. Voortis. Well, now, Mr. Granger, what are you going to do 

out local property taxes / \re you going to pass a law in Congress 
saying that all co Ops shal] pray local property taxes like they do now 
which is all you can say, because they pay all local property taxes 

I have a paper here from the forme cooperative exchange ol 
R ileioh, N. Ric whi h says th il they paid SOD4.000 In) the last D years. 

Mr. Grancer. Tam not speaking about the property taxes, If those 
people wanted to find out for 

d find out. 

Mr. Vo METS, ‘| ey eertall ly could. 

Mir. GRANGER. But it seems to me that if all these so called refunds, 

all of them were refunde to the customers, there would 
any question about tax evasion. Now, why could that not be 


Lrhe mselves, they could v0 TO t! e tax rolls 


done é 


Mr. Voornuts. It could be done. It would mean a lot more expense 
It could be done, and in many Causes, is | testified, it is done, that Ss, 
they actually pay out every cent in cash and it is received by the mem 


bers. ‘That would certainly make my job a lot easier. It would make 
the job of the manager of the co Opa lot hardet He would have a lot 
more paper work to do and a lot more red tape to go through. But 
av Tsay this: that TL think that is all right, and it certainly would 
‘ helpful to me andi it nild be helpful to the members of this com 
iittee, but it will not ste p this attack on cooperatives, In my judg 
ent, because that is motivated by different sources, Mr. G1 inger, than 
om an examination of the real facts in the case. 

Even if we did that. thev would be still comit 


if the patror ave Pubes, 1 whatever form they ire 


] 
r Tere 


i 


nany other way, should be taxed avainst the cooperat ve, 

vument that Dam mal he that they shouldn't be 

Now, as to clarifying and all that, I am for it. [ would 1] 
eve rvthing in that respect done, but I don't think it will stop the com 
laint because I thi kk it stems from the desire of certan people to 

minate the competition of cooperatives. 

Mr. (TRANGER. What | Vas saving al d what | have sa ad to people 

have written to me, and I think the chairman has so said. and 

rrectly has said, is that if there are loopholes. if people are evading 

res VW ho are subject to tuNnes, they should be taxed. 

Mr. Vi ORITIIS, ‘| here is no cle ubt about that. 

Mir. Granat R, Nobody should have any object on to that. 

Mr. Voorntis. No, sir. 

Mr. Grancer. But it is your claim that your organization and the 
ooperatives generally are paving the taxes that are due the govern 
ent 

Mr. Voornis. That is right. 

Mr. Grancer. That is all, Mr. Chairman. 

Mr. Stmpson. Mr. Chairman. 

Phe CHamman. Mr. Simpson, 
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Mr. Simpson. Mr. Voorhis, I know you are familiar with the phra 
that goes around to the effect that the Congress should remove wh 
is called the double taxation of corporation earnings. ' 


Mr. Voornis. Yes. 
Mr. Simpson. If the Congress did that at any time, would that te 
to injure the co-ops? 
Mr. Voornis. Would it tend to injure them? 
Mr. Srwpson. Yes. a 
Mr. Voornis. No, sIr, of course not, it would benefit by it. 
Mr. Sumpson. I might qualify that of course, what would be retain: 
as earnings, as the secretary stated, and as I interpret it, would | 


taxed in the hands of the corporation if they retained those funds fi vi 
their own expansion. b 
Mr. Voornis. That is right. au 
Mr. Stwpson. Excepting, and so on, then I ask you whether remo te 
ing the double taxation, in other words, levying the tax of the funds m 
the recipient’s hands would not injure the cooperative movement ¢ ye 
Mr. Voornis. No, sir. 
Just briefly I want to state two things about that. In the first place, pl 


all the cooperatives except those covered by section 101-12 are no 
subject to that same double taxation on any dividends paid to sto 


holders. And you have to bear in mind what is the difference lx m 
tween the stockholders and patrons. The thing I would say is that, Ww. 
if justice is to be done in the removal of double taxation, it 1s esse ab 


tial that the business be exempted on the money that it distributes and 
not let the individual be exempted on his receipts of dividends b 


cause, if you do it the second way, you do a manifest injustice to pe: Tr 
ple who receive their income in other forms. If you exempt the bu So 
ness I think it would be a matter of real justice to do that. $1. 
Mr. Stmpeson. What I have in mind, and what I am sure you hay 
in mind, is that the earnings of corporations would be subjected { the 
but one tax. ba: 
Mr. Vooruis. That is right, and that portion of net earnings 
tributed in dividends would not be subject to tax against the corpo! | 
tion. fie 
Mir. Srwpson. That is right. fig 
Mr. Voornis. Allright. I have often wondered, though, Mr. Sin \ 
son, Why the people who are complaining about the cooperatives « fign 
the round of the burden of double taxation, do not propose the \ 
moval of double taxation, but they don’t. \ 
Mr. Simpson. That is what I have in mind. That way seems to N 
more equitable, whenever the Congress sees fit to do it. -1 think 1 the 
means of doing it should be investigated. \ 
Your answer is that it would not hurt the cooperative movement whe 
Mr. Vooruts. No, by no means. law 
Mr. Simpson. Thank you, sir. \ 
Mr. Harrison. Mr. Chairman. \ 
The Cuamman. Mr. Harrison. erat 


Mr. Harrison. Mr. Voorhis, [I would like to pursue for a monn LO ] 
the thought that was advanced by Mr. Camp and by Mr. Granger. 
Now, as I understand your proposal and that advocated by 


Grange and the Farm Bureau, it is that vou acknowledge that w wit] 
located profits, funds that are not allocated either by patronage of n 
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funds in cash or by entry on books of the cooperative corporation, 
should be subject to Federal income taxes by legislation; is that cor- 
rect ¢ 

Mr. Vooruis. I cannot answer in any other way than yes. 

Mr. Harrison. I beg your pardon. 

Mr. Vooruts. Yes. 

Mr. H ARRISON. Would that produce any revenue if we passed a law 
along that line? Would that produce any revenue for the Treasury 4 

Mr. Voornis. Not very much. 

Mr. Harrison. How much do you think? 

Mr. Vooruts. Well, my fivures are an estimate which I think is a 
very good one. Considering all of the farmer Co-Ops that are covered 
by section 101 (12) provision, the difference between their receipts 
and their disbursements was about $28 million, in 1946. If you were 
to figure a tax, at whatever percent you want to figure it, on $28 
million, you would arrive at the figure of the additional income that 
you would get out of a change of that particular provision. 

Mr. Harrison. Suppose it is under the existing rates, what would it 
produce ¢ 

Mr. Voornis. Somewhere around $9 million to $10 million. 

Mr. Harrison. Now, then, let us suppose that it would be $10 
million. The Treasury has estimated that if its plan is adopted, to 
which you take exception, it would produce to the Federal Treasury 
about $25 million. 

Mr. Vooruts. Well, just a moment, please. 

Mr. Harrison. And the committee staff has estimated that if the 
Treasury plans are adopted, they would produce about $30 million. 
So accordingly we have at stake here an issue that involves between 
$15 million to $20 million. Now. isthat not correct ? 

Mr. Voornts. Look, Mr. Harrison, 1 won't argue with you about 
that figure of $25 million or $30 million. I mean that my figures are 
based on 1946. It may be that it would be as much as $25 million. 

Mr. Harrison, I did not hear you. 

Mr. Voornis. I say that I would not argue with you about that 
figure. I am not sure that it would be mght today. Maybe your 
figure isright. Maybe it would be that amount. 

Mr. Harrison. They are not my figures; they are the Treasury 
ngures and the floures of the committee’s staff experts. 

Mr. Reep. Will the gentlemen yield ? 

Mr. Harrison. Surely. 

Mr. Reep. I am sure you want to he corrected. Mr. Stam. who gave 
the information to us, said it would amount to about $18 million. 

Mr. Harrison. I understood him to say about $30 million, but 
vhether it is $30 million or $18 million, it is a question of what the 

iwyers eall dle minimus, is that not right ¢ 

Mr. Voorntis. Yes. 

Mr. Harrison. You are certainly right when you say that the coop 
erative movement has powerful enemies in this country. But it seems 
to me—and I want to leave this thought with you along the line of 
what Mr. Camp and Mr. Granger said—that your enemies have a 
joist in your armor which they are using to make tremendous progress 
with the American people. You have no conception of the amount 
of mail that the Members of Congress are getting on that subject. 


Mr. Voornts. Oh, yes: I do. 
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Mr. Harrison. And you have no idea of what the degree of furo 
resentment, and feeling of injustice exists among American busines 
men about what they feel is an injustice to them. Now, I think the 
have been led to believe that if these « ooperatives are taxed the Trea 
ury will get som 83 billion to $5 billion. 

Mr. Vooruis. Yes, sir. 

Mr. Harrison. Now, we know that is not true. Why, over a rel 
tively small sun should the coopel itives Oppose the LN pos tioh of 
tax upon the patronage adliv idends / 

Mr. Voorms. You don’t mean on 
Mr. Harrison / 

Mr. Harrison. | beg your pardon. 

Mr. \V OORHIS. Deo you mean to hipose a tax on the patror uve cli 


t | e patrohage a \ denas. do ve 


dena. o1 do you mean to impose ntux on the money that <n t Covert 
by the patrol uve refund ¢ 
Mr. Harrison. | am talking about the money that is covered by 1 


prolits of cooperatives which they retain and issue script or debenture 

or something of that kind for. Now, everybody avrees that the mone . 
you pay out ll eash should not be taxed. ‘| here 1s no contention abou 

that. The o1 ly pont at issue, as | understand it, Is that the coopel 

tive retains the funds but issues to its individual members eithe 

debenture or a script, or stock or something of that kind. Now tha 

is the milk in the coconut that is at stake here. { 

Now it does seem to me that over S15 million or S20 million, wh t 
amount would be a lot of money to you or me but which to a big bu 
ness would be insignificant, { would be a mistake to vive such pt 
weapon to your enemies as they have in the contention, on which the 
have thoro ohly sold the Ame in people— ind don't think that they 
haven t—that you are escaping honest taxes. i 

Nir. V oORHIIS, Well. of COUTPS®, the reason they do Is because t he 
figures have been used which include $50 billion for life insurance 
companies, 820 billion for mutual savings banks, 835 billion for per 0 

on trust funds, 825 billion for Federal Government corporatio ti 
und so on. down the | ne. to Sv. billion fo cooperative p) 

Mr. Harrison. My constituents think it runs anywhere from 5 
billion to S6 billion that you are escaping paving t Lxes on. M 

Mr. Vooruts. You could take the total gross volume of busine ti 
done by the cooperatives and it would be far from that amount. rr 

Mr. Harrison. I am in agreement with you that it not going 
amount to over S15 million or S20 million. Considering the amou 
of mo ey you have to spend to combat this propaganda, it seems tf i 
me that you would prefer to have the income evidenced by scrip and us 
debentures taxes rather than to go through this controversy. 

Mr. Voornts. Well, of course, I would agree with you in what I S 
believe IT understand you to mean, Mr. Harrison, which is that whe <e 
a cooperative retains money and does not pay or assign ownership 
that money to somebody else, that that should be taxed. 

Mr. Harrison. Now, wait a minute, I did not say that. L 

Mr. Vooruts. If you are going further than that. 

Mr. Harrison. I did not say that. That is what you say. sa 

Mr. Vooruts. All right. 

Mr. Harrison. And you say that if they did that it would yield t Sa 
Treasury $10,000,000 a year ? ne 


Mr. Voortus. That is $10,000,000 a year more than it now gets. 
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Mr. Harrison. Yes; more than it now gets. And the Treasury 
estimates that if you go a step further and tax the income that is 
allocated but not distributed in cash, it would yield 325,000,000. 
Therefore, this whole controversy revolves around $15,000,000, accord 
ing to your figures. Why should we have this row over $15,000,000 ¢ 

Mr. Voornis. Mr. Harrison, I think the difference between the 
$25,000,000 and the $10,000,000 is not the same difference that you 
speak of. It Isa difference bet ween the ‘Treasury's estimate for the 
present yeal and my estimate for 1946 on the taxation of unallocated 
earnings. 

Mr. Harrtson. Did you not do more business in the past year than 
you did in 1946 4 

Mr. Vooruts. Certainly 

Mr. Harrison. That would reduce the difference, not increase it 

Mr. Voorttus. No: it would increase it. 

Mr. Harrison. 1 don't follow you, because if you were to pay 


S1LO.Q00 000 on a sm iller amount of business 1h LO46, you would pay 


} 


tlarger amount ona larger amount of business in 1950, 

Mr. Voornis. That is right; that is what Lam saying. 

Mr. Harrison. All right. 

Mr. Vooruts. But that is a different question, Mr. Harrison, from 
the question as to whether, in the case of cooperatives, you should 
tax invested money as if it were Income. 

Mr. Harrison. You are -going back to your principle and I am 
getting at the practh i] proposition ahead of us. 

Mr. Vooruts. All right, as farasthe prac tical problem is concerned, 
t would make my job as secretary of the Cooperative League tre 
mendously easy. 

Mr. Harrison. It undoubtedly would. 

Mr. Voortis. But [don't think that you could do that 


of co Ops without eretting yourself In the position where you are rong 


‘ 


to have to tax inves ent hneome elsewhere, ah hh: \ tough 
problem. 

Mr. THlarrison. You are here representing the cooperatives and I 
want to know why cooperatives, over a very small sum of money, rela 
tively speaking, pern t themselves to vet the bad will and the unfavor 
able advertisement that they do over this thing. I think they make 
i mistake there. 

Now, there is one othe line of questio hg Want to go nto with 
you. You have just discussed various | © cooperatives such 
is Insurance companies, and so forth. 

I want to talk a minute about the marke Ing cooperatives, Now, 
s not the marketing cooperative an organization of farmers which 
sells farmers’ products to the public / 

Mr. Vooruts. That is right. 

Mr. Harrison. Now does a marketing cooperative in any way com 
pete with private business in a community / 

Mr. Voortus. I suspect it does with other businesses that sell the 
same commodities. 

Mr. I] \RRISON, If il cooperative takes a farmer's produ ts, shall we 
say milk, and sells that product to the consuming public, what busi 

) 


hess in the community does that compete with ¢ 


Mr. Voornis. What was that? 








1256 REVENUE REVISION OF 1951 


Mr. Harrison. What business in the community does that compet ( 
with? Asa matter of fact, if the cooperative gets a better price f« 
the farmer for his milk than if he sold it individually, it adds wealt , 


to the community and puts dollars into the hands of the merchant 
customers. Is that not true? 

Mr. Vooruts. Of course it is. 

Mr. Reed mentioned the name of Bowman Dairy Co. of Illinois a 
one of the contributors to the National Tax Equality Associatio 
Well, that Is because the Bowman Dairy Co. would rather handle a 
the milk in that area than have some farmer co-ops selling some of 


Mr. Harrison. I am talking about the local businessman. He is t! 
man that is in serious protest against you. 


Mr. Voornis. Yes, I know. 
Mr. Harrison. It is the small merchant in the community who fe 
the competition of the consumer cooperative, but why should he obj} 
to the marketing cooperative ¢ 
Mr. Vooruits. He would not unless he is in the marketing busines 
I mean that you can’t get rid of the « ompetitive situation. Of course, 
there is a competitive situation, 
I could point out, if I thought I should take time, but I don’t, that 
when you set up a business on a democratic basis, you have a lot of 
disadvantages that make it much more difficult to run that busine 
that way than you would where you don’t set it up that way. So the I 
shoe is sometimes on the other foot. 
Mr. Harrison. I am frank to say that I just feel that over such 
small sum of money, and considering the progress that your adver 
saries are making, the cooperatives are making a mistake to continue 
the fieht on an insignificant tax. That is all. 
Mr. Mason. Mr. Chairman. 
The CnarrMan. Mr. Mason. 
Mr. M ASON, Mr. Voorhis, ] do waht to compliment the Cooperati 


League for selecting their representative because, if anything, y ( 

are not Oo! ly eloquent but you are sincere, That woes a lor gy way W 

me, ‘ 
I think you and I differed when you were in Congress on ma ; 

things, but I always gave you my highest regard and respect becausi Ho 


orvo ir sincerity. and I thi Ik voud d the same with me 
Mr. Voornis. That is right. 


Mr. Mason. Now, on that basis I want to let us reason togethe) : 
little bit and see if we can wet ens h other’s point of view, 

Mr. Voornis. All right. 

Mr. Mason. I am sincere In being on the other side of the fer 
from you on this problem. First, 1 want to say, however, that M 
Camp and Mr. Granger talked about compromising and getting t the 


gether so that the heat will be removed from the coal box. I hav (re 


here a newspaper article carried in the Lincoln State Journal of Ne " 
braska, being an editorial which appeared in that paper on February Bur 
%, 1951, being a report of a meeting that was held here in Washingt: 
for the purpose of seeing whether they couldn’t, amongst themselves, ft 
get together and offer what might be called a compromise. 50s 

The different organizations that were represented, according { “8 
this newspaper report, were the American Farm Bureau Federat i reto 
the National Grange, the Farmers’ Union, the Council of Farme: proj 
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Co-ops, the Missouri Farmers’ Association, and the National Coopera 
ve Milk Producers. They were all represented at that meeting, 
trying to arrive at some conclusion on this problem which faces this 
ommittee and the Congress and the country. 
The net result of that meeting, according to this article. was—and 


[am reading just the last paragraph: 


When the meeting finally broke up, it was as far from an agreement as wl 


started. The farm leaders departed miles apart. 


Some of them proposed doing exactly what the Treasury has sug 
vested, and others just said, “No, we won't give an inch.” 

Mr. Chairman, I would like to have unanimous consent to have this 
irticle, which describes that meeting and how they differed among 
emselves, inserted in the record at this point. 

The Cuairman. Without objection it is so ordered. 

(The item referred to is as follows:) 


(Nebr.) State Journal, February 9, 1951] 


FARM GROUPS DISAGREE ON Co-op TAXES 
WASHINGTON The big farm organizations are split wide open over coopera 
ves 
Chis came to light at an unreported meeting Washington of top representa 
ves of the Americar Farm Bureau Federat mm, National Grange, Farmers 
Union, National Council of Farmers Co-ops, Missouri Farmers’ Association and 
he National Cooperative Milk Producers. 
The fireworks sturted whe I), W. Brooks, head of the National Council of 
expressed the view that it might be desirable to agree on a 
mpromise on the issue before it was taken up by the House Ways and Means 
Committee in drafting the new tax bill, explained Brooks 
We may have to git une ground on this matter of taxing farm co-ops, and I 


eve it would be good strategy 


Farmers Co-ops, 


to have a compromise ready that will be accept 
le to all of us. One suggestion is that we back a sales tax. That would make 
cessary and thus take off the heat for such a tax.” 

McDonald of the Farmers’ Union and 


Tax on Cooperatives less ne 
rhis drew instant fire from Angus 
e Milk Producers 


why we should compromise,” asserted McDonald, 


rles Holman of tl 
I see ho reason 
rtainly do not Sales tax in any event. We are emph: 
posed to that. 
“It is ridiculous rendering even before the 
ave a lot Of supporters in Cor 
ore we've been hit? There has beet 


rs, but they are still untaxed.” 


Holman declare 
uld we start git 
Ing cooperatives bil yeu 

Herschel Newsom, 1 ad of the National Grange, sided with Brooks 

m said that his org: m was opposed to special favors for CO-Ops al 
nst boosting taxes on corporations 
I believe that taxes on individuals should be raised to meet defense needs.’ 

‘ declared. “Corporations are bearing a very heavy tax load already, and we 

ould help business fight any further increase.” 

“I don’t see that at all,” retorted McDonald. “We should never put co-ops on 
he same basis as corporations. If you do, co-ops will be taxed out of existence 
\ren't you aware that is exactly what business has been trying to do to co-ops 

ir years?” 

Chis blast drew a sharp rejoinder from Joseph Betts. of the powerful Farm 

Bureau Federation. He lined up with Newsom and Brooks 
“The Farm Bureau,” announced Betts, “favors a compromise on this question 

f taxing co-ops. We believe that co-ops should be taxed on their unallocated 
eserve. We feel that is fair, and we think the time is ripe to make a concession 
ong that line.” 

‘Well, T can tell you the Missouri Farmers Association doesn’t think that way,” 
etorted Frank Heinkel, head of the organization. “Further, if you are going to 
ropose that sort of a proposition, then you should stay away from the hearings of 


he House Committee.” 
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“We will make our own decision on that,” snapped Betts Our proposa 
be presented to Congress at the proper time because we believe that certai 
loopholes should be plugged up.” P 
‘I, too, am in favor of plugging up loop-holes,” declared Heinkel. “I've | 
urging that for a long time. But if loopholes are going to be plugged, Cong 
should begin plugging the big ones first, such as the 27-percent oil deletion al 
ance. And there are a lot of other loopholes just as bad. I don’t recall heat 
vou say anything about them As I suid, I'm all for plugging up loopholes 
let's start at the right place. The Government will get a lot more revenue p 
ging up the big ones than slapping a tax on farm cooperatives.’ 
When the meeting finally broke up, it was as far from an agreement as whe 
started. The farm leaders departed miles apart oD 
Mr. Mason. Now, Mr. Voorhis, the Treasury tells us that if we t 
co Ops under the ‘Treasury plan, we W il] pick up about S27 DOO 0000) 
Mr. Voortts. You mean millions, don't you / | 
Mr. Mason. Yes.sir. IT mean $25,000,000. We are so used to talk 
n billions. 
Mr. Voortus. I know. 
Mr. Mason, And our experts in the group rather agree with 
‘| rensury. There Is a difference of SD. .000 000 or SLOOOO000 but ! 
anything to quarrel about. I understand from your statement t] 
you agree entirely with the plan of the Treasury / 


Mr. Vooruts. In principle I do. 
Mr. Mason. It only proposes to tax the undistributed and unal i 
cated eat hinges of the corporation. + 
the 


Mr. Vooruts. Correct, as I understand it. 
Mr. Mason. And that is really what Mr. Camp and these others 
talking about. 


Now, then, I mace a speech on the floor of the House on June 


1949, in which I stated definitely that if we taxed the untaxed org; ’ 
zations on the same basis that we tax corporations, we would pick = 
$1.000,000,000 or more. I broke it down, and I said, and I am quot Lie 
from that speech, a copy of which I have here: _ 
7 
some cooperatives and other mutual organizations, such as mutual savings bat tax 
and savings and loan organizations, and all of the rest of it, we could 
SO26,.000,0005 and from labor unions and other organizations of similar n 
S141 \ 
Mr. Voornts. Well, now, Mr. Mason, may | hnterrupt you just 
, h ! oly 

minute é 
, | e \ 
Mr. Mason. Yes. a 
Mr. Vie ORELIS, That SO2Z6 000 000 | Suppose conte mplates all refi ! re 


as if they were profits ¢ 
Mr. Mason. Exactly. r 
To cont nue 


. ‘ P 4 =<) 
nad Aitruisti ISSOCIATIONS ALéie 


a 000.000, and from the Government-owned b 
nesses themselves, such as the Mississippi Barge Company and TVA, and 
other operations competing with tax-paying businesses, $267,000,000, if: we 


them on the same basis as we tax corporations 


\t that time the rate was 58 percent, now it is 47 percent. So 1 Bs, 
$1,000,000 would probably go up to 1.25 or 1.5 billion dollars if iis 
did that. 

Now, then. I think we ought to consider these things just a litt in 
bit. You say in your statement that if other businesses were to ha i 
out their profits in the form of rebates of one kind or another, tl 0, ae 
they would not have to pay any tax on their profits because tly aan 


League Federation Exchange of New York, such as the Kansas C 


{ 





REVENUE REVISION OIF 


ouldn’t have any, and they would then be in > same ident 
tion as the co ops. 
Mr. Voornts. More exactly I said that to the extent that any 
siness did that, they wou be ! ? mie position. They Worl 
essarily have to do it with all of it, any more than co-ops neces 
t with all of it. 
Mr. Mason. Suppo . Mr. Voorhis, that business in 


that. and did hand o tr The profits i the shape of rebates, : 


‘ 


ps now do, then where would Uncle Sam rel his tux recelpts 


“Mr. Vooruts. Wi 0 ld lve to ratse individual neome tax 
you would hy ive vet The fro. 1 excise TaXes or some othe! 


But. Mr. Mason. ! Ot too larmed about thot thing he 

not a | t sure, ijhmv statement. about The economic 
<s of taxes o7 isl! ror reve} lie Plirposes, I realize that 

ent emergency I ongress must do t. but LT am not so su 

is the best With ! world to raise revenues. 
As I said before, if vou had a wide distribution of benefits amon; 
ot of people ana ri =e their standards and everything, I ao tie 
nik it would be someth ne that would wreck the countrv. 
Now, don't for a moment contel iplate that this Is coing to hap 
pen and | am not askin goany busi ess to do th i. All | am asking 
sthat until they want to treat their profits in the way the co-ops treat 


i 


] 


the patronage refunds, they ought not to say that they are the same 
ne. 
Mr. Mason. I am in accord with vou and in acco) th Dr. Kin 
oO testified before | ais week t at COrpol ition taxes ure probably 
e worst type of taxes that we could have, and that perhaps we 
shouldn't tax corporations as corporations at all. I think I agree 
with that theory. However, we are faci 
Xing corporatiol Ss. and Want to try to analyze this problem. | 


ra fact now, and we are 
int to see whether vou can follow me with this little history of the 
taxation of CO-OPps. Whe X¥ 1 U wis first eranted the CO 
peratives 
Mr. Voortus. Just a minute. as never done. What wa 
lone was that it was decide hi . in order to encourage farmers to 
ive their problems by their own efforts, that for agricultural co-ops 


es would be allowed to qualify for an exemption if thev had agreed 


to limit their returns to stock and to do a lot of her things that 
rtually put them into a nonprofit position. That is what the Con 
ress said. 
Mr. M ASON, That is} Ont: | will agree W th that. I want to make 
e statement this way: When the Congress adopted section LO] (12) 
e farm CoO ops were small] Lroups of farmers that were banded to 
vether to get better prices for their crops. That was all they were, 
d that was a very excellent objective in my opinion and it was an 
mniective worthy of encouragement. 
But. figuratively speakin 


Le these farmers’ co ops 1n the beg hhning 
ere little lambs needing the protection and encouragement thev re 
ved: but today we have big wolves masquerading nn sheep's cloth 
g, the way I put it, multi-million-dollar affairs, such as the Grange 
onsumers’ Cooperative - (Asso lation, and such aS U) Lon Kqu tv Co 
perative Exchange of Ie) ad. ( Iklahoma. multi million dol] il ifn I> 
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They are not little lambs. And these big wolves in sheep’s clothi: 
as 1 put it, are destroying legitimate taxpaying organizations, o 
after another, swallowing them up, buying them off. And yet th« 
wolves in sheep’s clothing, masquerading as such, claim the protect i: 


and encouragement and the tax immunity that was granted in t! 


first place to those lambs, those small farm groups that had band 
together to get better prices for their crops. 

Mr. Vooruts. May I comment? 

Mr. Mason. And it is a situation that has to be corrected, beca: 
these wolves have to be separated from the sheep. 

Mr. Vooruts. Mr. Mason, this wolf of Kansas City that you m: 
tion, as it happens did buy a refinery once from a very big oil co: 
pany. It happens that prior to that purchase the property tax 


paid on that refinery amounted to $35,000 a year, and afterward thy 


went back to $65,000 and the co-op paid the taxes. 

Mr. Mason. Keep property taxes out of this because we grant t] 
they all pay property taxes. 

Mr. Vooruis. All right. Then, in the second place, that co-~ 


is in the petroleum business. It enables some 300.000 farm famili: 


to own their own sources of petroleum. It adds to farm incor 
all over that area. 

In the next place and mark this earfully the total volume 
business that the CCA in 1948 did was about $55,000,000, which w 
equal to the net profit after taxes of one major oil company in 
days. 


Mr. Mason. Now, you are comparing it with major oil compani: 
that do pay taxes. Let’s keep to this one issue, that the Consuny 


Cooperative Association in Kansas City made a certain profit a: 
paid, as I get it - 

Mr. Voornts. Paid a full tax on it. 

Mr. Mason. No; they paid $400,000 in taxes to the Treasur 
If they had paid on the same basis as the competing corporatio 
they would have had to pay about $2,000,000. 

Mr. Vooruts. No, sir; they did pay on the same basis of co 
peting corporations, Mr. Mason. They had no exemption whatsoev: 
‘They were taxable on every dime of money that passed through tly 
hands execpting that which was disposed of in patronage refunds 


Mr. Mason. Yes: that is right; I will agree with that. But tly 


did not pay on what was disposed of in patronage refunds, w! 
their competitors have to do that. 

Mr. Voornis. But their competitors have the money. Now, 
us take an example—— 

Mr. Mason. No; I have your theory, and that is that what 
handed out does not belong to them and they should not pay o1 


That is true. We will say that is true, we will agree on that. I 


the other fellow has to pay on it and then hand it out. 


Mr. Vooruts. All I am saying is that the CCA is treating wit 


a bunch of local co-op filling stations, while their competitors 
treating with local filling station outlets. If CCA pays back pati 
age refunds to those local co-op filling stations, CCA does not | 
a tax on those patronage refunds, but the local filling station ci 
Their competitors don’t pay those back in patronage refunds 
the local filling stations, they keep it and that is the difference. 
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they keep it, they are taxable on it because it is a profit tothem. They 
don’t dispose of ownership. They don’t give it back to the local fill- 

ing stations. If they did, it wouldn’t matter whether they were a 

co-op or not, they would be no more taxable than the cooperative on 
it. 

Mr. Mason. That is true. We will agree to that, and we have re 
peated that. That is, if they hand it out and they don't pay on it. 
But if all of them did that, where would we get our taxes from / 

Mr. Vooruts. The local filling station would be that much bet 
ter off. 

Mr. Mason. Now I want to take up a little analysis of Mr. Loos’ 
testimony before the Senate Finance Committee, testifying against 
withholding on cooperative dividends last year. He cited tables— 
and I have them here—and I cited them in a speech I made on the 
floor a week or two ago. One table covers the Southern States Coop- 
erative for the year ending June 1949. That table shows that out 
of $240,000—and I am just using odd figures—in patronage dividends 
paid out. $228,000 of them were for less than $10. 

Mr. Voornis. Yes. 

Mr. Mason. There is another one, the Missouri Farm Association. 
Of their $255,000 in patronage refunds, $12,000 were for less than 
a dollar, and $9,000 were from $1 to $10. Practically all of them 
were down there in those low amounts. I summarize his testimony 
with this statement: 

According to the summary prepared and presented by Mr. Loos himself, out 
of a total of $929,000 in individual payments made by various co-ops of patronage 
dividends, $563,000, or 60 percent of the total, were for less than $1, and $285,000 
of them, or 31 percent of the total, ranged from $1 to $10 
The significant fact in his summary, Mr. Voorhis, was this: Of the 
total amount of money represented by these S849.000 payments, only 
25.5 percent went to the farmers themselves. One out of 5334 of the 
earnings, more than 76 percent, were distributed to the recipients 
of less than 8.6 percent of the payments. 

In other words, the farmer patron gets practically nothing out 
of it in the way of dividends, $1 to $10, while the few at the top get 
the bulk of the money. 

Mr. Vooruts. Well, those are all farmers. 

Mr. Mason. You mean the few at the top are farmers? 

Mr. V oorRHIs. They are farmers whose purchases were larger. 

Mr. Mason. Then, Mr. Voorhis, what 1s the difference between a 
farmer co-op where the 10 percent gets the 76 percent of the proceeds, 
ind the 90 percent get the 24 percent of the proceeds / What is the 
lifference between that and the corporation which pays its stock- 
holders 70 or 80 percent and the customers get nothing / 

Mr. Voornis. Well, the difference is that in the co op it all depends 
on how much patronage was had. It all depends on how much the 
various farmers bought from that co op, and that is the whole basis 
of patronage refunds. 

If one farmer bought much more than another one, his patronage 
efund would be accordingly greater. That is all. 

All that those figures show me is the very wide spread of the benefits 
imong lots of people in small amounts. I don’t see a darn thing the 
matter with it, frankly. 

Mr. Mason. It looks a bit different to me on that basis. 
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Now I have this question: Are you familiar with the principle of 
neome-tax law to the efiect that a person cannot avoid a tax on hh 
neome by issigning it to another person, evel) though the aussignimie 
is legally binding and is made before the income tax is earned? Let’ 
assume that I have an income and I contract with you to assign to yo 


ahead of t me, =U percent of that Income. Do LT avoid pauvinient « 
=U percent that lam issigning to vou na contract / 
Mir. Vooi Hits | cant answel that. Mr. Mason. | don't 
Mr. Mason. Phey wont let me co it Lhe, wont let me 
oT my ‘ ( a | 
Mr. Voortis. What I do know is th: throug 


n this country, regardless of it kind or form of orga 


ome to someone else and take that deductio 
1 
} 


1 the vears, as to 


f that business makes tie or binding obligation to 
form of patronage ‘fu to its customers, ce 
VY tas nevel bee! revarded as mmcome Tol that 


eX ludable trol COMLp! Patio} ot Cros mcome 


Mason | know that is the rul ne. but l am st 1] keeping ! 
ha if il] business organ ZATIONS made that kind 


eustomers, thel we wouldn't be rece 
Jt 


I 


ie | ixable corporat Ons, us We are 


S20,000,000,000 from corporation 
today. approximately. 


Mir Vi ORTITS, You lil olt not Trom t} e corporatiol Sus we ire today 


pproxim itely. 
] 


Min SOON. ‘| hie n we wo ile nave to depel a On 1 eV) from ma 


duals, or on an excise tax or a general sales tax, would we not / 


Mi Vo Riis, Yes, if it reduced its corporat on mcome taxes that 


\ 


have to. I Trankiv aol ik that vou need to b 


ich Vou Wo (| 
inl ed ibo | it. Mr. Mason. I don’ li list s | ible to happe 

ned about the fact that co-ops are not growing fast 

re having quite a time to try to push them forward 

ibout 2 percent of the Nation’s business. We would like 

lo about 10 percent, We thi k they would be a helpi or 

Phere ire not so many people n the country who are 

take the trouble of tak ny the responsibility for busines 


ind management | ke Co Op men bers have to ck It Is a 1ob 


to build them up. 
Mir. Mason. Tam not saving that Iam greatly worried that all bus 
ness organizations will contract l uivance with their customers 


t 


’ 


and back the dividends. I am not worried about that. But IT a 
iving that that is the ultimate if you push your co-op proposition and 
tuke up all the other businesses through it. [am saying that that 
the ultimate result. 

Mr. \V oornts. But that is not m\ proposal, Mr. Mason. My pro 
posal is s mply one of equitable treatment of two different kinds of 
things, one, profits, and, the second, patronage refunds. That is all 
I am saving. 

Mr. Mason. Profits and patronage refunds, to me, to my mind, are 
practically the same, They are the results of doing business. And 
why we tax proprietorships and partnerships and corporations on 
different bases, we tax them because they have different immunitie 
and different privileges and different opportunities. When we levy 
the tax on ther profits, that is the a tual wah of measuring how mu 


tax we. ll t} eory. levy on their right to do business. 
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Mr. Voornis. Well, now, we are talking about something entirely 
different, are we nots We are talk gr about franchise taxes, 01 things 
like that. 

Mr. Mason. No: I know what a franchise tax is. Really. the reason 
we collect Income tTiuNre trom corporal Ons, and the reasol we col 
lect Income ‘s from partnerships is that we give them protection 

e then) lmimunities so that thev cannot be 
rcorporation, and a lot of ot ert 


Oo, 11 , We are really taxing them on their right 


unde! laws. 

Mr. Voortuts ’ t levy come taxes on partners] 
evyv those tuxXes on the theor 1e | a , eciplent of tl 
should be th he 1 aL c;. Which ust exactly what 

na co-op! 

Mir. Mason. 

Mr. Coorrer. Mr. ¢ 

Phe Cnatrmnman. Mi oper. 

Mr. Coorrr. I havi t one word on that nt. . Voo 

alf of the corporations of this country n) ay any income 
They get all the same protection and immu ‘sas the taxpayi 
corporations, do they not ¢ 

Mr. Voornts. Exactly 

Mr. Coorzr. So that takes care of that line of questioning, it seems to 
me. Thank you very 

The Cuarruan. W hose corporations do not pay any taxes 
when they do not make Urn) profits, neither do these othe1 peopl pay 
any taxes 1f they do not ike any profits 

Mr. Coorrer. You 
advancing. 

Mr. Martin. Mr. Chairn 

The Cuarmman. Mr. Mart 

Mr. Marvin. Mr. Voor 
said that other witne ‘ 

Mr. Voornis. That right. 

Mr. Martin. But you sard that you won 
even though vou had not dis issed it. 

Mir. Voortts. IT will 

Mr. Martrix. How 

ne LOL (12)? 

Mr. Voorutts. f numbers. I think I am correct 1 aving 


that less than half he farmers co-ops that could qualify under 


’ 


1 


LOL (12) do so. ) ol ime of busn CSS, | would judge that more thar 
half of the business lon » DY those who do qualify under 101 (12). 
But those fieures, ] be] eve, | be ava ible from those people who 
are more familiar with them. 

Mr. Martin. I ask you the question now in the hope of getting this 

formation either fro: or from one of the later witnesses | 
have the impressi ‘veral of the larger co-ops have discontinued 
doing that. 

Mr. Voornts. T) ve League Federation has, and the Con 
summers Cooperat ve here mm the it \ has recently dione so. The Ei 


Nin ) nie a) ed has done so. an 


( ooperative that Mor. 


] 
more Te e done so rs’ >) 
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So that, as I said, there is only one member of the Cooperative 
League, or Ll think maybe two, that still qualify under it. But I think 
it is important, Mr. Martin, to bear in mind that actually qualification 
under 101 (12) is essentially an agreement between that cooperative 
and the Government that they will operate on a nonprofit basis, and 
1 think that ought to be borne in mind. If they don’t, they lose the 
exemption. 

Mr. Martin. There is one other point I would like to ask about 
101 (12). The wording of that is: 


Nor shall exemption be denied any such association because there is accumu 


lated and maintained by it a reserve required by State law, or a reasonabl 
reserve for any necessary purpose. 

That leaves it within the power of the administrative agency, cloe 
it not, to limit that somewhat ? 

Mr. Voorutis. Completely, it seems to me. It leaves it up to then 
to make the right decision about what those reserves ought properly 
to be. 

Mr. Martin. It has always been my view that the administrative 
agency has that power to adopt any reasonable limitations in the 
application of that. 

Mr. Vooruts. That is correct. 

Mr. Marrix. The wording of it is verv general, but I have see 
other cases—say, for instance, the “Buy America” clause in the stock 
piling program. The Government here wrote a regulation limiting 
the interpretation of that to 25 percent. They arrived at that; we 
did not put it in the law. It seems as though the agency has the 
same power here, without any change in the law by Congress; and 
if there is objection to the extension of this section 101 (12) to the 
larger co Ops, that could well be handled by the administrative agency 
without any change in the law. 

Mr. Vooruts. I think it could, Mr. Martin. 

Mr. Martin. I am glad to have that view from you because I know 
there has been quite a little discussion about a change or the need for 
the change of 101 (12). that is, the clause that I have read. It has 
always been my opinion that that does not require congressiona! 
action, and that there is plenty of power there to limit. Of course if 
that is not exercised at all, and cooperatives and the Government agency 
get out of bounds in the use of 101 (12), it may be that Congress will 
have to consider limiting it. There are several ways it could do that 

I am particularly interested in keeping to the original conception of 
101 (12). I feel that it has a very real place in the law. It came ir 
there not at all by accident. I lived through that very really when | 
Was a young man ona farm. I know something of the background of 
the warehousing acts and of the cooperatives in Iowa, and they have 
much the same approach. I would hate to see any gigantic organiza 
tions so use 101 (12) as to place the application of it or the availability 
of it to our farm marketing co-ops in jeopardy. 

Mr. Vooruts. Yes. 

Mr. Martin. That is all, Mr. Chairman. 

Mr. Byrnes. Mr. Chairman. 

The Cuatrman. Mr. Byrnes. 

Mr. Byrnes. Mr. Voorhis, we have heard a lot about tax exemp 
tions, and the implication is that in the field of cooperatives the 
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Internal Revenue Code is full of various provisions exempting co-ops 
from tax provisions of the code. Am I correct when I Say that there 
Is only one statutory exemption / 

Mr. Vooruis. You are absolutely correct. 

Mr. Byrnes. In the whole Internal! Revenue Code, and that is section 
101 (12) ? 

Mr. V OORHIS. You ure absolutely correct, 

Mr. Byrnes. So that as far as any discussion of special statutory 
tax treatment is concerned for co Ops, it is limited to that one smal] 
area and that one individual exempt ion ¢ 

Mr. Voornts. It is completely limited to that. That is the only 
place you can find any reference to it. 

Mr. Byrnes. That is all, Mr. Chairman. 

Mr. Martin. Mr. Chairman. I have received a statement from Mr. 
O. S. Swift of Des Moines, Lowa, with reference to the exemptions 
of section 101 (18) of the Internal Revenue Code. I ask unanimous 
consent to have this statement included in the record at this point. 

The CHAIRMAN. Without objection, it is so ordered. 

(The statement referred to follows:) 


STATEMENT OF ORAL S. Swift, Des MOINES. Iowa, AS GENERAL COUNSEL OF AMANA 
SocieTY, AN Iowa CORPORATION OF IoWA CoUNTY, IOWA 


This statement is made by one who has, as a lawyer, been connected with the 
Amana Society for the past two decades 

It should perhaps be suggested that the writer of this statement has never 
been a member of the Amana Society, does not profess the religious belief of 
its membership, but who has acted as its attorney and general counsel since 
prior to its reorganization in 1982. He has been primarily concerned with 
the legal aspects of the evolution of the group of members hereinafter referred 
to, as gleaned from his association with and knowledge of some of the mors 
intimate facts in its economic, historical, and religious details, and with some 
of the legal and economic difficulties that have been encountered in the relation 
ship between the old and the new organization, as well as the new organization 
and its stockholders—members. Facts of the past 20 years contained herein are 
set down by the writer of this statement from his personal knowledge hereof 

Prior to the reorganization of 1932 the predecessor corporation functioned in 
a manner similar to that of a large family of approximately 1,400 adults and 
minors for the spiritual and economic benefit and welfare of its entire member 
ship. Because the organization competed in its economic endeavors with the 
world outside and because the various members held noninterest bearing trust 
certificate of the old society in unequal amounts—representing the amount 
deposited with the society by that member or his ancestors upon their admission 
to membership, the society Was not in any sense internally communistic. Its 
internal functions, however, followed the “group benefit” method and plan; al 
worked for the common good; all members possessed the same religious belief, 
which was a religion peculiar to the society; all the earnings of the society 
went into a common treasury; the common treasury assumed liability for the 
well-being of the member to the extent of providing food, lodging, medical 
care, and other necessities of living, and all of the profits of the society were 
held to the common good in equal shares. Prior to the reorganization the 
activities of the Amana Society were substantially as the activities of the 
present Amana Society, although prior to 1932 there was lacking the unity of 
organization and function, centralized control and direction that now exist. 

The present corporation continues, through its corporate structure, most of 
the functions and membership concepts of the former organization insofar as 
corporate activities are concerned, and they are reflected in the financial 
interest of the member in the corporate earnings and the voice of the individual 
member in the management of the business. 

The group at Amana originated in Western Germany about the year 1714 as 
a Christian religious organization and the immigration to this country was for 
the purpose of escaping religious persecution in the Old World (see A Brief 
History of the Amana Society or Community of True Inspiration, published prior 
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treatises available concerning the Amana Society whose authors have been co 
cerned primarily and almost solely with the sociological and religious develoy 
ment of the organization 

rhe society will thank the committee for such consideration as may be give 
this statement 

The CHAIRMAN. The committee will recess at this time until ité 
o'clock this afternoon. 
(Whereupon, at 12:40 p. m., a recess was taken, the committee t 
reconvene at 1:50 p.m. the same day.) 

(The following statement was submitted for the record :) 


Sra Mi or WILLIAM W. Pratt. Executive Direcror, PENNSYLVANIA CREI 
UNION LEAGUI 


To the Hono ble Chairman and Ven hers of the House Wavs and Means ¢ 
mittee of the Congress of the United States of America: 

The undersigned, the executive director of the Pennsylvania Credit Unis 
League of 1522 Cherry Street, Philadelphia, Pa., submits the following in opp 
sition to the repeal of the tax-exemption provision of the Federal Credit Unio 
led by H. R. 240 


~~ 
f 


NSYLVANIA CREDIT UNION LEAGUE REPRESENTATION 


The Pennsylvania Credit Union League represents the majority of the 670 
credit unions operating in the Commonwealth of Pennsylvania, of which 575 ar 
chartered under the Federal law The 670 credit unions having approximately 
350,000 members, the majority of whom are wage earners in the lower middl: 


and low-income croups 
CREDI UNIONS ARE NOT IN GENERAL COMPETILIION WITH TAXPAYIN I SIS SSES 


A cre it union is defined by the laws of i nosvivania and the U1 ited Stares a 


cooperative associations or Society for the purpose of promoting thrift amon 
ts members and creating a source of credit for them.” A credit union can 
carry on its activities outside its field of membership, hence, it is not in gene 
competition with other forms of business which extend credit 

The field of membership of a credit union is limited to groups having a comm: 
bond by reason « ccupation or association within a well-defined group or are 
This has been preted by the governmental administrative authorities 
ean having a common employer and the situs of employment within a part 
larly defined are The other groups falling under the tern common bor 





by reason of association are church or fraternal groups. The groups eligible f 
charters are limited by a strict interpretation of the law 
(Credit unions because of the integrated nature of their membership are limits 
iw, extend credit on the basis of security extending by reason of the com! 
bond of the membershi] Such a lending policy is certainly not in competiti 
th the lending agencies engaged in doing business with the general publi 
I income earned by a credit union are substantially the result of the volu 
tary and uncompensated services of its officers and directors, as the majority 
tl ndministrative officers and directors of a credit union are wholly uncor 
pensated or partially uncompensated It is for that reason a greater majorit 
of the credit unions are able to distribute dividends (interest) to their member 
and to build up the minimum reserves required by law Hence, taxes on the 


earnings of a credit union will be a tax resulting from the wholly or partial 
vratuity services rendered by one human being interested in the welfare of | 


fellow human being who form the membership of the credit union. Such a ta 
would obvious be unfair 
\ X ON THE TAXABLE INCOME OF CREDI NIONS WILL NOT BE PRODUCTIVE 


Thus if a tax is imposed it undoubtedly will allow the deductions of dividends 
(interest) paid to members in the same manner as a bank or saving fund societ 
is permitted to deduct interest paid to depositors. A deduction will al 
allowed for the minimum reserve required by law 


\ tax imposed ona credit union's earnings will in elfect be one on surplus on 


so b 
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Federal credit unions have been in existence since 1934, and only a very few 
of all the credit unions were in operation prior to that date. At this time 
average accumulated surplus represents only 3 percent of the invested capital of 
the average credit union. This means that there is only about $200 per vear pe 
credit union of net taxable earnings 

The repeal exemption provided by section 18 of the Federal Credit Ur 
will open Federal credit unions to taxation by every State and local taxing 
iuthority Hence, i Stat where legislature may be hostile to credit uni 
(usually at the st of those who oppose credit-union operations re 
unions may be ta t rt an extent that thev could not continue to ser 

’ 


el1r Members 


SUMMARIZA 


It is submitted that t lions should not be taxed because 

1. Credit unions are not ral Inpetition with taxpaying lo: 

2. The taxable incon produced by the whol 
sated and partially uncompensated servi of tl ministrat 
directors 

6. The tax will 


FTERNOON SESSION 


The committee reconvened at 1 Op m., upon the exp 
recess, 

The Cuamman. The committee will be in order. 

The first witness o1 the calendar this afternoon is Mr. Hubert M. 
Rhodes, Credit Union National Association, Wa shington ee % 


Will you please give ur name and address to the stenographer, 


for thi benefit of the r¢ ord, and the capacitv in wh you appear. 


STATEMENT OF HUBERT M. RHODES, REPRESENTATIVE OF THE 
CREDIT UNION NATIONAL ASSOCIATION, WASHINGTON, D. C 


Mr. RHODES. My ! ~ Hubert MI Rhodes, represel tative oft t he 
Credit Union National Association, with headquarters in Madison. 
Wis.. but | aii lo ited Wash neton, 1). ms Was Ington 


representative. 

Mr. ¢ hia rial trick oe eC] . i | } ‘ } ‘} senting the 
Credit Union Nationa] ‘ on. which has t embers approx 
mately 8,000 of the y ereadit 1 Tec] al credit unions 
fr inthe U1 dl tes. We have ered neverv State 
rh Che | ! Nn. The leval tructure of credit m ( ind Federal credit 
unions 1s for all practical purposes identical. Approximately half 
of our credit unions operate under State law and half unde the Fed 
eral Credit Union Act. 

The Federal Credit Union Act which wa passed by Congress and 
became law in June of 1934, defines a Federal credit union as follows: 


oOpneratil 


\ Federal credit union is hereby defined as a cooperative association orga 
eed in accordance with the provisions of this apter for the purpose of pro 
oting thrift among its members and creat ‘ oul of credit for provident 
* productive purposes 

The Federal Credit Union Act and various State laws under which 
credit unions function exempt credit unions from taxation except that 
they do pay taxes on real property and on tangible personal property. 
The 10,000 credit unions operating in the United States are opposed to 
iny legislation which would alter their present tax status. 
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Credit unions have been brought into being for the purpose of elin 
nating usury. Each credit union accepts the savings of its members 


what is known as a share account, and uses these savings in makin; 


loans to those same members at low rates of interest, the maximu 
rate permitted under the law being l percent per month on unpa 
balances. 

We realize the difficult position of your committee. We realize tha 
sufficient funds must be raised through taxation to support the Gov 
ernment amply during the present emergency. 

We feel, however, that clirect tuxXution is the hest form of taxatie 
and that Government income should be increased by increasing t 
personal income tax. Our 10,000 credit unions with their more tha 
5,000,000 members have done much to promote habits of thrift amor 
those 5,000,000 people, thereby plac hy those people in better cond 
tion to meet the demands of Government tmsofar as taxation 
concerned. 

Although the credit union accepts the savings of its members 
the share account, and although the S85 units in this share accom 
are referred to as shares, in actual t\ these savings are recognized | 
in entry ! t passbook the same as a bank passbook and the fund 
ire withd) iwable on demand. 

No share certificate is issued. The credit union charges a low rat: 


of interest on its loans, and from that income pays its expense ol 


operation; sets aside a portion of the earnings each year as a reserv: 


iwainst bad loans: and distributes the balance of its earnings among 


ts members in the form of interest on their sav ngs, 

The credit union is a nonprofit organization limited in its sph rt 
roup of people. 
‘| he credit union cloes hot do business with thie veneral public al 


of ope ition CO a sper iie g 
does not in the usual sense earn a profit. The credit union is on 
enterprise which the Government, industry, the churches, organize 
labor. i! cl the people, operate jour tly for the benefit of all. 

We feel very strongly that the present tax position of the ered 
union should be maintained ana, therefore, we wish to record 0 


Opposit on tow ira any legislation wh h would ho any Wily alter t! 


Phank vou very much. 

The Cuatrman. Mr. Curtis. 

Mr. Curtis. Mr. Rhodes, where do you live? 

Mr. Ritropes. I live in Arlington, Va. To am domiciled in Wa 
ngton, 

Mr. CURTIS. Are you a full time en plovee of the Credit OF; 
National Association 4 

Mir. Ritopes. Yes. sir: I am. 

Mr. Curtis.” How long have you held that job ? 

Mr. Ruopers. I have been emploved by the national association sin 
Septembe 16 

| Wis hn the field, however, 1th Thiost of the southern rea of thr 
Country, al al | have been here in Washington sinee the fall of Lote 

Mr. Curtis. That is your principal employment ? 
Mr. Ritopes. Yes, sir: it is my entire employment. 
Mr. Curtis. That is all. 
The Cuaiman. Mr. Reed. 
Mi Reep Do you have an expense account 4 
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Mr. RHopeEs. Yes: I have aun expense account for tual expenses l 
curred, say, on trips over here, such as I might have on legislative 
work. 

Mr. Reep. Do vou go outside the city ? 

Mr. RiuopEs. Yi -mvown work has been ma wav as tiie lel represt nt 
itive of thr orev! itlo?) | attend meetings elsew ieTe, 
organize credit unions in other States I do have an expe 

Mr. Reep. Tow mu illowance do you get o1 
count 7 
Mir. Ruoprs 

faras the part Coli “Mi which has to do wit} 
urred neident \ o| in Wasl neton, | 
oistrant under the Lobbying Act 
It has been pretty small Phe record is available. It 

" ib fares col ( er here ind back to my office. 
(CHAIRMAN t re are no Turther questions, we 


rt 


for your appearance ane nformation given the committee 

Mr. Ritopes. Thank vou, Mr. Chairman. 

The CuArmMan. |] ext witness is Mr. Wilfred E. Rumble. 
resenting the National Federation of Grain ¢ ooperatives. 

Will you please give your name and address to the stenographer. 


} ] 


for the benefit oft the record, a vcd thr Chee ity 1? wh ech vou appear / 


STATEMENT OF WILFRED E. RUMBLE, ST. PAUL, MINN., 
REPRESENTING THE NATIONAL FEDERATION OF GRAIN COOP- 
ERATIVES 


Mr. Rumece. My ume is Wilfred | 
St. Paul. Minn. M lice ldress is 100 


coopel 
' 


testified perso j 


rend the testimony pres 
vear. The evidence already before the 
Mr. Karl Loos, adequately covers thi 
legal questions Ived, | vill not atte mpt to dis uss them. 

The chief propor ‘ I) neve t hie law lias bee) the National 
Tax Equality Asso he in and Feed Dealers National 
Association has also urged changes, as has an orennization know 
as the National Asso ited Busi essen, Ine. 

Unfortunately. because | have been scheduled to test f\ first. | ain 
not ina position to know whether any new proposals will be made on 
behalf of these orga itions, but should new arguments be prese! ted, 
we would like at least the opportunity to file a reply. 

However. f withesses To! these organizations presel | the same pro 
orTrani as before, the chi I propos | will be to advo nite the appl Cato 
of corporation tax rates to funds earned by a farm cooperative fo. 
its members before these funds, pursuant to contract, are distributed as 
patronage credits, rebates, o1 refunds, to members. 
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We are unalterably opposed to this suggestion. There are many a1 
guments to be listed in support of our view which, however, I believ: 
has been exceptionally well stated in the official view of the Unite: 
States Department of Agriculture, as set forth in a statement by tli 
Secretary of Agriculture in February 1950. I quote: 


There is, of course, no legal or moral basis for taxing patronage dividends o1 
refunds. These belong to farmers as a result of (a) underpayments by a market 
ing cooperative to the agricultural producers who market their products throug 
the cooperative, or (0b) overpayments made by the patrons of a purchasing or 
service cooperative 

The law is now well established that any organization, cooperative or other 
wise, that is under a legally binding contractual obligation to pay patronage: 
dividends or refunds may exclude them in computing its income-tax liability 
This is true because the contractual obligation prevents the amounts in questior 
from ever having the status of income, and income taxes may be required under 
the sixteenth amendment only on income 

The patronage dividends or refunds are not and cannot be income to the c 
operative any more than trade discounts or rebates are income to an ordinar 
corporation. Just as trade discounts and rebates are reflected in increased 
income of the recipients through decreased costs of doing business, so, too 
are patronage refunds reflected in the increased income of cooperative patrons 
either through a decrease in the cost of doing businss or an increase in the price 
received for the members’ products. 

These increased incomes to the recipients are, of course, subject to Federa 
income taxes It should be noted that any business concern desiring to do si 
may by appropriate contracts with its customers place itself in a status com 
parable to that of a cooperative insofar as the exclusion of patronage dividends 
or refunds in computing income taxes is concerned. 


In the report issued by the Treasury Department in October 1947, 
entitled, “The Taxation of Farmers’ Cooperative Associations,” the 
point that patronage refunds can be excluded by others than coopera 
tives from gross income is well stated, as follows: 


The exclusion of patronage dividends from corporate gross income is not the 
exclusive privi » of cooperation (cooperative) associations Any corporatior 
miuking payments to its customers under the conditions prescribed by the Cor 
missioner of Internal Revenue and the courts is granted the same treatment 
It should be noted, however, that in the case of cooperatives, unlike the case of 

typical ordinary corporation, patrons receiving rebates are also the owne! 

DUSINeSS 

»conditions which the cooperative associations must meet if refunds mad 

patrons are to be excluded from the gross income of the associati 

briefly stated lirst, there must have existed a , , ’ the tran 

with the patrons a contractual or other definite obligation on the par 
operative to return any net proceeds to him in proportion to patronage 

ther corporate action 


hout fur 
. mil members of the association are el y ble to receive patror ag 


™~e ore l i 
dividends, exclusion is not allowed on that portion of such distribution whic! 
represents profit om transactions with nonmembers. On the other hand, 
is held to be immaterial whether refunds are distributed in the form of cash 
stock, certificates of indebtedness, or credit notices All such forms of payme! 
are regarded as the equivalent of cash distributions in the hands of patrons 
the theory being that they are cash payments automatically reinvested unde 
provisions of the charter, bylaws, or other contracts previously agreed to by the 


patrons 

If there is a new factor in the situation today, aside from the great 
need for revenue, it is the reference to taxation of cooperatives made 
recently before this committee by Secretary Snyder, when he said: 

ro the extent that collective buying and selling results in lower buying prices 
or larger income to patrons or members, these savings enter into their taxable 
income as individuals 

However, funds which are not returned to members of these mutual enter 
prises are available tax-free for expansion in competition with other taxable 


businesses 
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We should seek to apply the corporation income tax to such retained funds, 
This would not impair the ability of cooperatives and mutual savings and credit 
institutions to perform their traditional functions of collective buying and selling 
or pooling of savings for investment. 

It is not entirely clear just what Secretary Snyder proposes. Cer 
tainly, patronage refunds of a member, on which he pays an income 
tax even though reinvested in a cooperative, are not tax free. ‘These 
are allocated reserves of which the patron is notified. 

In any event, it is clear that Secretary Snyder’s views and that of 
Secretary Brannan last year are not in complete harmony. Because 
of the large responsibility for the promotion of farm cooperatives 
vested in the Secretary of Agriculture by the Congress, and because 
Secretary srannan understands this subject exceptionally well, it 
seems entirely fitting and proper that the Secretary ot Agriculture 
should be requested by this committee to present his views. 

Grain cooperatives, who are still fighting an uphill battle for 
farmers to improve the efficiency of oraln marketing, favor ho change 
in the present law. ‘Their members believe that cooperatives are 
improving, and will continue to improve, the ability of farmer mem- 
bers to pay Federal income taxes. 

They believe that the improvement of marketing efficiency and 
of farm income are the chief reasons for the existence of local and 
regional cooperative grain marketing associations which they have 
created. 

Grain cooperatives began in the 1880’s. Laws had been passed char- 
tering the grain exchanges, and farmers came to the conclusion that 
as these exchanges grew stronger the farmer’s bargaining power was 
weakened. They felt that prices for their grain were being set with- 
out their having a voice in the matter, often by a small group of traders 
with no real interest in the economic welfare of farmers. 

Warehouse charges were high, weights and erades were often 
crooked, and margins in the handling of grain between the farm and 
the consumer were excessive. The middlemen often took margins of 
15 to 25 cents a bushel for doing practically nothing. 

Great fortunes were accumulated in the cities by grain handlers 
in a time when there were no income taxes. The farmer decided to do 
two things: To protest politically and to organize cooperatives to 
capture for himself any excess In Margins, 

The first grain cooperatives were started by farmers to provide 
local agencies for marketing grain. Farmers wanted, and got, honest 
weight, honest erades, an honest appraisal of the dockage and dirt in 
their grain which had always been exaggerated. Farmers wanted to 
get back for themselves the maximum market price for their grain. 

They had some successes, but a lot of failures, too. The failures 
were often due to underfinancing, poor management, and inexperience. 

One of the chief weaknesses was that the type of organization they 
wanted and needed required a different type of charter than was avail- 
able under the standard corporation laws, and the number of mem- 
bers was too large to form an ordinary partnership arrangement. 

Finally laws were passed to charter cooperatives, to legalize what 
are really economic partnerships. The requirements of these charters 
vary considerably under the various State laws. 

The local grain cooperatives and their members soon recognized 
that control of their local marketing machinery was not enough. 
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They needed a voice at the big terminal market places, and so loca 
cooperat ives organized regional or federated sales agencies W ith repre 
sentatives at Minneapolis, Chicago, Kansas City, Omaha, Indianapo 
lis, Portland, and other centers. 

I should like to Say here that I think members of this committer 
should at all times have in mind, so far as section 101 (12) is cor 
cerned, that although there are some 10,000 farmer marketing co 
operatives in the United States, there are only a few. a very few, 0 
these so-called large cooperative marketing organizations. Practically 
v0) percent of the cooperatives that are helped by section LOL (12) are 
small creameries, elevators, filling stations, and organizations of that 
sort, many of whom do not have capital of much more than $50,000, 
if that. 

Some of the ex hanges refused to vive them membership, but a 


| 
i 


rmendment to the ¢ ommodity Exchange Lct adopted by Congres 


v took care of that after a struggle of 25 vears or more. 


, / 


but have these orTrain cooperatives done 


ral 


Chev ave ereatly improved the reliability of weights abe 
helping the whole grain industry, as well as the farmer. 
hey have set the pace in cutting margins for handling grain. 
be efited hol COOpel iors, as well as cooperative members 
, hey have paricl Lyevg k to farmers millions of dollars which thes 
ive realized through hiring experts to merchandise grain at local, 
subterminal, and terminal marketing centers. 
. Phey have made it possible through building programs to pro 
de for more storage space so that farmers could hold their grain for 
thro iwhout the year, rather than elutth o the market at 
i { t | 
H ive farn Crs escaped taxation 1! this process ot buil lh a market 


titutions which constitute one of the finest achievements 


invest time whel pl ees are usually lowest. 


\merican agriculture? The answer is"No. for the following reasons 
At the con on of each fiscal vear, the grain cooperative adds 
up what it has gained for its members through expert merchandising 
(i storage ¢ hy ives, al dot! er services, ‘| her wafter bien 


f there is any balan e remaining it is dist! buted 
malance belongs to the patrons n proportion t 
contributed to th total volume ot his ness dons 


l 
| ‘ 


this share of patronage that eacl farme) 


balance retains “tg Phere are times when, 


ror tne \ r the . no balanes there is sometimes a deficit. In that 
case, money has to be borrowed, or the members assessed, Lo prov cle 
more working capital. 

The financial suecess of a farm cooperative is not a certainty. Many 
ie eul ly mistakes. especially those of the early wheat pools, have 


of t! 
heen corres ted, Many members regard their cooperatives aus success 
ful even if patronage distributed is not substantial. They remem 
ber the days when they were at the mercy of men in the market place, 
when often false and mislea ling information was spread to cXtra 
from the farmer his wheat. corn, barley. oats. rve. flaxseed. and soy 
beans at unreasol ably low prices. 

Every grain cooperative has at least one annual meeting. At these 
meetings you have free speech at its best. Decisions are made, afte! 
discussion, by majority vote. 
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At most of these some, if not a majority, of the members want 
some Improvement In service, In recent years, since the COMING of 
combines and a series ot evood crops, the big demand has heel fo. 
more elevator space. \ lot of gralh is harvested while it is d ilnip. 
or even wet. It will spol mh a farmer's bin unless he is prepared to 
move it repeated] SO us to dry it out, 

larmers know th it you can do the silne 1ob ( heape al cl bette 

big local or terminal elevator run mostly by machimery, supers 
DV an expert. 

So, instead of accepting then patrol age ¢ redit in ¢: 
often voted—and it is usually unanimously—to have pa 

stock or certificates of indebtedness. Sometimes i 

this money whiecl =. etfect, lent to the cooperative. 

Farmers feel that it s fair to do it this wat) because the amount 
each farmel lends to tis cooperative Is In proport on to the use euch 
makes of the cooperative. 

Now. whethe thie farmer gets his patronage credit ! Casi 


=t on k. ) 1 certihente | ndebtedness. ol by credit to ni allocated 


reserve, he must put this credit in his personal neome tax retur 
for the year In which i . paid to him, and at it full face value 
It is part of his profit on the year’s business. 

It was not entirely clear to him ror some vears because internal 
revenue collectors inte) preted the matter differently. It is clean now, 
entirely clear, since the issuance on April 15, 1950, by Mr. Ike l. 
McLarney, Deputy Commissioner of the Income Tax U) ® Buren 
of Internal Reve we, ot Ineome Tax Informat On Ri lease No. se Gl 
titled “Patronage Dividends.” as follows: 


The earnings (savings farmers’ Coop 
issocintions, distributable their patrons o1 
produce furnished b ‘ to coopel 
equipment irch: dl } rom the coop 


the patror f ‘ | dlene nt 


fapita 

Revol 

Retain certifi 

Certificates of 

Letters of advice 

Federal income-t Irposes, the amounts which are it lible 
ome of the ons to whom such distributions ; ade 

ed to amounts distributed in cash Distributions by coo tives 
upital ston k, « iny form other than cash, should be included 
ome of Oo the same extent that such distributions 

be included if paid ir sh This rule is applicable to patrons who file 


Federal income-tax returns on the basis of cash rece pts and disbursements ; 


vell as those who file their returns on the accrual basis 


| might here answer a question that was asked by a membe of the 
committee this morning. This ruling was secured largely as the 
result of the efforts of the farmers’ cooperatives, There Was a good 
deal of confusion among farmers as to what should be included in 
Income, and what should not, This ruling settled ns 

All of the cooperative organizations that Tam familiar with lime 
diately published the ruling, so that I am sure the farmers up in 
the Northwest anyway, know what they have to pay a tax on, what 
they have to include in the r income-tax returns. 

| believe farmers as a group are very conscientious in making out 
their income-tax returns. At the annual meetings I attend in the 
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principal grain-producing areas, I find that they are eager to get thi 
facts and that they want to do the right thing in making an accurat: 
report of income and in paying the tax due to the Government. 

It is true that cooperatives through loyal membership, good ma 
agement, and expert salesmanship have introduced tremendous con 
petition into the handling of grain. The farmer has profited great] 
through this system of doing business at cost instead of paying out 
big margin for the service. The consumer has also benefited becaus 
quality has been improved and standardized and the flow of grain 1 
market 1s more orderly. 

It has been obvious for some time that it is the competition whi 
farmers have introduced through their cooperatives that has caused 
complaints. 

If the opposition to cooperatives confined themselves to complaint :. 
it would not be too serious. Actually, however, they have libeled 
uccusiling them of being “av Ir dodgers,” and even ot 
being communistic, when the truth is that cooperatives are a self-help 
clevice promoted and approved by American farmers—the ablest gTouPp 
of farmers In any country of the world, and the most independent. 

More than a million American farmers market grain cooperatively 
2.500 local associations and 20 regional, federated coopera 


cooperatives, 


i 


through 
tives, 
If these farmers can increase their net returns, their profits, through 
marketing through their own agencies, they will be better able to pay 
the higher taxes which are inevitable under the present emergency 
They will not be able to do that if the marketing machinery whi 
they have so labou iously built is destroyed to satisfy their competitors 
That would mean a return to the days when the grain farmer was 
voiceless in the market place, when margins were high and often wi 
reasonable. 

Now, Mr. Chairman, I had to get ready for this hearing on very 
short notice. Sometimeago I wrote an article for the Duke Universit, 
School of Law, which was published in their symposium issued in the 
summer of 1948. That article is written in objective fashion. | 
should like very much to simply file it and make it a part of the State 
ment I am making to you today. 

The CuarrMan. Is it a duplication of what you have said ¢ 

Mr. Rompe. No, sir; it is not. 

The Cuatrman. How much is there of it? 

Mr. Rumer. About 11 pages. 

The Cuatrman. Without objection, it is so ordered, and you may 
file it as part of your statement. 

Mr. Mason. Mr. Chairman, since that article which you have con 
sented to put in the record is a part of the symposium of Duke Uni 
versity, it seems to me that the argument on the other side that is in 
that symposium should also be a part of the record as a comparison 
between his argument and the other. 

The Cuairman. If there isa request, we will do that. 

Mr. Mason. There is an argument on the other side of the question ’ 

Mr. Rumpte. Yes, there is. 

Mr. Mason. Then I ask that the argument on the other side of th« 
question also be included in the record. 

The Crarrman. Without objection, that will be done at this point 
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(The articles refe) red to follow 
COOPERATIVES AND I 
(By Wilfrid E. Rumble*) 


Cooperative associations are subject to every real- and personal-property tax 
and almost every other type of tax, in the same way and to the same extent as 


ordinary private business corporations It is in respect to income taxes that 
t 


their treatment is different. It is to that point that this article is addressed 

In order fairly to judge the point of view of cooperatives as to their income 
tax status, an understanding of the general nature of cooperatives in necessary 
rhe cooperative corporation is essentially a group of individuals or corporations, 

both, organized into corporate form for the purpose of acting collectively 

the marketing of their products or the acquisition of their supplies Almost 
every State in the Union has statutes expressly providing for the organization 
of cooperative corporations, and Congress has provided for the organization in 
he District of Columbia of cooperative associations of consumers Most of these 
iws Were originally enacted principally to insure to groups of farmers the right 
to act collectively without violating State antitrust statutes. Congress assured to 
ooperatir th ame il unity from Federal antitrust statutes by enactme! 
f the C; er-Volstead Act 1922 Neither State nor Federal law grant 


such immunity woperatriy in their ordinary commercial transactions an 


; 


dealings 
A cooperative ni organized under the ordinary business corporation 
statutes of most State » Federal Farm Board, acting under the advice 
Stanley Reed, then its gener: uunsel, now a Justice of the Supreme Court 
of the United States, ranize rreat cooperative marketing and warehous 
ing corporations un general corporation statutes of Delaware There 
ire, of course, some ; in : I rgunization under the usual cooperative 
statutes, but there are o detir restrictions and disadvantag The Minne 
sota General Cooperatiy ct airly typica Cooperative lations orga 
ed under these statut fl rom business corporations in ver import 
espects, among Which are the tollowing 
] Chere is a limit on t rhe nt of voting stock a met! 
on limitation being “not mo! an one-twentieth of the stock outstanding 
2. Dividends on capit tock may not exceed a stated rate, such as 6 pe 
annum, and are 
Each member ha .% miy, regardless of the number 
he owns: and 
All earning I s 1 tining after payment of expenses 
lividends 0 apital tock ind provision for required reserve 
distributed 
There are in § two types of cooperative association: One eng 
arketing or , wts of property of its members and patrons 
customers), and mmoniy known as a marketing cooperative Practically 
cooperatives of ii \ ire owned and controlled by farmers, and market 
only farm products Che other engages in purchasing or buying supplies and 
goods for its members and patrons, and is commonly known as a purchasing 
ooperative Despite the growth in recent years of urban purchasing coop 
eratives, it is still true that many of the purchasing cooperatives are principally 
owned and controlled by farmers Urban cooperatives of this type are fre 
quently referred to as consumer cooperatives Some farmer-owned cooperatives 
engage in both marketing and purchasing activities. The principal purpose of 
imy cooperative association is to sell, buy, or furnish products, merchandise, or 
services, as the case may be, for its patrons at cost in order further to reduce 
osts to their patrons, some marketing cooperatives engaged in the first process 
g, warehousing, and transporting of farm products, and some purchasing 
cooperatives, for the same purpose and also in order to secure necessary supplies, 
engage in manufacturing operations and own and operate oil wells, refineries, 
fertilizer plants, and feed-processing plants, 


*Member of the Minnesota bar and of the firm of Doherty, Rumi 
Paul, Minn. ; counsel for several cooperative associations 
District of Columbia Cooperative Association Act, Public Law 

h. 397, approved June 19, 1940 
1? Stat ‘RS. 7 Ss. { see 1 140 
Minn. Stat. Ann. (1945) secs 
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ons vary i actual methods of operatiot Genera 

ting cooperative a xb market all the agricultural pr 

dled by it pre hice l 1 t by its patrons, and 

the entire marketing proce ter deductio T ©@X] 
rroducts to the 


innot be know ot ooperative 


misited 


proceeds 


his distributic 


f their 
of market onditious 
favorable and refuse to b 


inventories and consequent unusual expos 


periods and seasons 


finance themselves through the issuance o prefere 
certificates of indebtedness, and bank borrowings, and 
ther reserves \ large part of the securities of cooperati 
ons in the ust fashion, except that sales are dire 
individual ! Sel It is practically impossible f 
which active to the ordinary investor, b 
State statutes limiting dividends upon cap 


ulative dividends, requiring that control 


in members (¢producer-members in farmer 
from which directors and officers may be chose 











1280 REVENUE REVISION OF 1951 


capital stock it may not pay dividends in excess of the legal rate of interest i: 

State of incorporation or 8 percent, whichever is higher. In case of liquidat 
stockholders may receive nothing in excess of the value of the consideration | 
for the stock plus any unpaid declared dividends. Substantially all the vot 


stock must be owned by farmers who market their products or purchase thi 


supplies and equipment through the cooperative. It must not Maintain 
reserves other than those required by the laws of the State of incorpora 
and reasonable reserves for necessary business purposes 

In order to have its right to exemption recognized a cooperative associat 
must apply for and receive a letter of exemption from the Treasury Departm: 
The exemption is effective only so long as the cooperative’s form of organizat 
and business practices conform to the statements made in the application and 
the requirements of the Revenue Code. Those requirements are sutficie: 
onerous that many farmer cooperatives do not seek the exemption 

An eXempt cooperative pays no Federal income tax so long as it meets 
statutory requirements. It is completely exempt from income tax in its op. 
tions. If it fails to comply with any of the statutory requirements, it loses 


exemption and becomes subject to taxation as an ordinary corporation. Ther: 
no such thing as a partially exempt cooperative 

The exemption option is a special privilege extended to the agricultur 
dust Most lawyers for farmer cooperatives make no attempt to justify 


exemption upon legal grounds. It was granted by Congress because that b 
concluded that the best interests of the Nation demanded that farmers be 2 
this benefit in aid of their production of food for the Nation. Or, as was stat 
by the Committee on Small Business of the House of Representatives, 

The enactment and reenactment of section 101 (12) and (13) of the Inter! 
Revenue Act appear to represent a continued attitude on the part of the Cong! 
that the maintenance of a sound agricultural economy is necessary for 


preservation of the national well-being.” 


An exempt cooperative pays no income tax upon dividends paid on its capit 


stock or upon unallocated reserves created and maintained within the limitati 
of the exemption section. Practically, these are the only tax advantages of 
exempt cooperative over a nonexempt cooperative. It has always been true t! 
the limited dividends on capital stock paid by exempt cooperatives and 
unallocated reserves are not of sufficient amount materially to affect the 
revenue, although they are of the greatest importance if such cooperatives 
to be of substantial aid to agriculture. 

The Under Secretary of the Treasury, A. Lee M. Wiggins, testifving before 
Committee on Ways and Means of the House of Representatives in Nove 
LMT, stated that, although it was difficult to determine the exact figures, 
Treasury would estimate that repeal of the exemption might increase Feds 
revenue by $10,000,000 to $20,000,000 a year The House Committee on Sn 
Business, in the report mentioned above, found that no appreciable reve 
would accrue to the Government if income taxes were levied upon the divids 
on capital stock and amounts placed in reserves by exempt cooperatives 


Senate Committee on Agriculture and Forestry in a recent report stated: 


Much the current criticism to the effect that cooperatives should be t 
more heavily is in reality an attack against cooperatives as such by comp. 
businesses rather than a criticism based upon the merits of the problem | 


patronage dividends paid to farmers for savings made through cooperative 
eting do not escape taxation, for the individual farmers must pay income 
upon them. The tax loss to the Government is not great, and insofar as 
loss is of concern, it should be noted that funds returned to members it 


form of patronage dividends are not the property of the cooperatives but are | 
of the sales price or savings on the purchase price of individual transactions 
addition, the total amount of patronage dividends of farmer cooperatives is 
arge compared with the widespread purchase of supplies by employee 
imlustry from the same or related corporations at wholesale prices on W 
the corporations pay no tax because of lack of profit from the transactions.’ 


In measuring the value of farmer cooperatives to the agricultural ind 
the attitude of the farmer toward his cooperative must be kept in mind. 1 
First Interim Report of the House Committee on Small Business, April 9. 1946 

Hearings before the Committee on Ways and Means on proposed revisions of the | 
nal Revenue Code, 80th Cong., Ist sess., 1885 (1947 

See 7 e %, supra 

Report of the Committee on Agriculture and Forestry, S. Rept. No 885, SOth ¢ 


‘ 
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10 million or more American farmers who belong to farmer cooperatives, it is one 
f the tools of their food factories, as important as their tractors, plows, auto 
\obiles, or other farm equipment. The prosperity of their cooperatives is 
lirectly reflected in their own economic status. Every farmer is a capitalist 
He is in competition with the great marketing and distributing corporations 

he country, both in marketing his products and in purchasing his supplies 


rating alone he cannot be successful in his effort to meet such competitior 


‘ 


vy by joining with other farmers can he compete in the market places of th 


imtry These are the conditions that brought farmer « operatives into exist 
1 moved Congres oO pass laws for their encouragement Through his 


e and 
operatives the farmer may be placed in a relatively equal competitive position 
th other capitalistic enterprises 
rhe exemption is valu ible to the farmer cooperatives Thev will contin 
st if the exemption 1 repealed, but their effectiveness as aids to the ug 


fine ¢t 


iral industry will be substantially reduced, partly because f > add 


il cost entailed repeal, partly because of the increased « 
ind administrati urdens, and partly because field and 
ven their membe would be curtailed There is no reas 
f the farmer in the period which lies ahead wil 
situation in any other postwar period, with one 
is products w be far greater than ever before 
inishing, but the number of ople for whom 
ust supply the absolute necessiti f life, both here 
The cost ry pha f farm operation has shar} 
ble red 


bad 


reusing i 
reased Reduction in those costs wi li; ‘ behind the inevita 
nin the price of farm products Repeal of the exemption would react 


farmers, and I think the welfure of t] Nation requires that no unnece 


mong 
ry ction be taken which might have that effect The produc tion of adequ ! 


people of 


od and fiber supplies is a matter of paramount importance to t 


e 
try Production of Government revenue is also important But the 
it of revenue nvolved is not worth any ris! 
ffort might be impaired I believe we should 
expending 20 billions of dollars for that purposs 
philosophy which at th ime time cavils at forego 
Government revenue | Lit n the continuance of an 
ipply for our own people 
tATIVE ASSOCIATION 
provisions of th ternal Revenue Code applicab! 
itions apply in th il \tent to nhonexempt ce 
such cooperatives a1 
from that eg to any other business 


or department s create any such rig 


iv income taxes ont same basis as any other m 
pay for lower income taxes in dollars than ordi 
it that fact 7 whollv to the difference betwee! 

business Cc it ave income. Our whole 

however, i hat it is a tax only upen yp 
The important question therefore is 
vy corporate prontt rtaxabhie het ncol 
The answer to the qu ion depends 
rded obligatory patror » distributions 
lvsis shows that patronage distributions 
fits of the corporation and that such distributi 
ts net taxable income (The term 


ning i 
ised because such distributions do not and 


int of the cooperative at any time.) This 

sury Department has adhet for many | 
e that the courts have adopted the same vie 
xirtment is perhaps t stated in the fo 

1 of the general ¢ 

So-called patronage Vid ds have ong bee recognized 
be rebates on purchases made in the case of a cooperative pure 
ion or an additional cost of goods sold in the case of a cooperat 
nization when paid with respect to purchases made by 


j ty 


unt of the distributes r purposes of adminis 
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income-tax laws, such distributions have been treated as deductions in deter: 
ing the taxable net income of the distributing cooperative organization S 
distributions, however, when made pursuant to a prior agreement betwee! 

cooperative organization and its patrons, are more properly to be treated 


exclusions from gross income of the cooperative organization (I. T. 1499; 8 
2505; G. C. M. 12393) It follows, therefore, that such patronage divicde 
ebate or refunds due patrons of a cooperative organization are not prot 
the cooperative organization notw thstanding the amount due such pat 
nn be determined until after the closing of the books of the cooper 
real tion for a particular taxable period, 
rhis view has been approved by the Board of Tax Appe il I Vidla 
W sale Vv, Commissione) the Board of Ta \ppea said 
ere Is ho statutory pre sion for the ¢ luction 
mt end I the gross income of a coop tive ssociation ~ 
‘ ! ve bee illowed by the Treasury Departmet howeve 
‘ bstuntial justice »sucl ssociations Fustitic fi wh 
mnece 1 S tine t that such s illed dividends a in re y rebate 
I } ed by the association wit! embers er than true income 
‘ ng 1 the Federa ourts is states nl? m -P 
Ny ("4 y. ¢ mmissioner ” as follows 
I ‘ rit 1 on to pat ns \\ = 1 ret ind o1 el t¢ l ol ers 
! | er’s taxable in ‘ or the sum s have been 
‘ I }) ons’| taxable incomes 
> = > * * > > 
tl] the taxpaver given a customer (whether stockholder or outsider 
promptly fter filling the order, no one would ca it a dividend I 
rebate were given promptly upon the customers business reaching a cert 
Line ‘ me conclusion as to its character would follow To make 
estimates a diust them at or near the end of each year returning the ex 
payment t the customer should not change the reasoning which leads to 
conclusion Nor should the fact that the customer is a stockholder mater! 
(Foot ; 
‘It is t e the taxpayer is not a nonprofit corporation In a legal sense I 
I x upon the profits by it mace Nevertheless, net profits 
‘ epend upon the facts Payment to the customers, who are 
x] ms ¢ ed refunds based upon the volume of business tran 
! n no way dependent upon stock ownership, Is the determinative tact 
It is admitted that earnings of a cooperative on the business of patrons tow 
ere is no contractual obligation to make refunds are profits of the corps 
and taxable as such, and of course the cooperatives admit that amounts pa 
stockholders as dividends upon capital stock represent corp te profits W 
ixable to the cooperative 
I necessary that patronage distributions be ade in cusl If | 
‘ ‘ " ipital stock, e¢ tificates of indebtedness, or note 
t must be excluded Although there has been criticism of tl 
e ground for it The Treasury Department has always allowed 
nary Col tions ft educt bonuses, salaries, or other operating expetises 
rporate securities Dividends upon capital stock so paid are treated a 
payments for the purposes of section 102 of the Revenue Coe For tax pur] 
there W i seem to be little doubt as to either the propriety or the fair 
he ‘ 
G. C. M. 17895, Cum. Bull. 1937-1, 56 1 see I. T. 3208, Cum. I 1938-2. 1 
1 ! (rear yee l * A. 007 (12S Fa ' on ¢ , 
in B. T. A. 969 128): Grey Bull Corporat 73. T. A. 8 (19 ' 
Coopera Whole 14 B. T. A. (1941 United Cooperatives, I iT. c.9 1 
( Pir ; distr ‘ P-H 104 rc Mem. Dee. S I t 65 (194 
148. T. A, 824 (1941) 
Id. at 830 
cr. S Joaquin Valley Poultry Producers Ass'n v. Commissioner, 126 F. 2d 382 (4 
4. Oe 4 Vv , Cooperative Wholesa vy. Ickes, 125 1 G18 ic. ¢ St 
eit oS e738 (1942 
ss ( ( \. 7th, 19387) 
I ‘ 
" Poultru P ljucere A ( mimi ’ 6 I tl &2 ‘ 
9th. 1943) :Midland Cooperative Wholesale, 44 B. T. A. 824 (1941) ; United Coo 
ar c.9 1944): G. C. M. 17895 Cum. Bull. 1957-1, 56 a 7a 2 208, 


| 
1938-2, 1 
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pend on the way in which those earnings are created and not upon the disposit 
that is made of them: that there is nothing in the mechanical organizatik 
plan of operation of a cooperative to differentiate it from a business corporat 
from the tax angle; that patronage refunds represent a distribution of ear 
by the corporation itself, and so should be taxed as income of the cooperat 
and that the existing exclusion of patronage refunds is based upon a 
understanding of their true nature. The complete answer to this argume 
that a cooperative is bound by a preexisting contractual obligation to re 
to its patrons, on a patronage basis, the entire net proceeds of its operat 
ess dividends payable on capital stock and amounts set aside for reser 
that in the case of a marketing cooperative such payment represents the 
settlement of the prices the patron is e! titled to receive for his products 

n the case of a purchasing cooperative these payments represent a re¢ 
tion in cost to the patron of the goods purchased by him through the cooperat 
and that at no time does any part of such net proceeds either belong 

ooperative or constitute profit or income to it, except that earnings on the | 
ness of patrons to whom there is no such obligation do belong to the coop 

nd are subject to taxation 

Both the preceding arguments, and as a matter of fact practically all argum 
against the present method of taxing cooperatives, stem from the present d 
tax imposed upon the profits of ordinary business corporations. Most crit 
lawyers, businessmen, and farmers agree that this double taxation is wrong 
f patronage refunds were taxed to the cooperative there would be even n 
vicious double taxation and extension of the wrong. 

Should a cooperative be allowed to exclude patronage refunds which are « 
tributed in the form of capital securities? Unquestionably the practice ena 
the cooperatives to build up capital more easily than would otherwise be possil 
but payment of corporate obligations with corporate securities has long be+ 
recognized practice If the recipient agrees that the security is worth wha 
due him, there is complete payment Practically, as the United States Tax (% 
said in the United Cooperatives case: 

‘The result of the procedure set up by petitioner's bylaws was as if the st 

older member who was under obligation to purchase additional stock | 
received, in cash, the “patronage dividend” and had thereupon applied this 

to the payment of his stock. The stock, when thus paid and issued to him, was 
n the nature of a stock dividend, but represented an additional investment 

s part to the capital of the corporation out of his savings from the a1 

nsactions With petitioner.” ° 

As to the claim that cooperatives should not be permitted to exclude or ce 
patronage refunds distributed or allocated to reserves, where the only evide 

e distribution received by the patron is a so-called certificate of interest 

ere notice of the distribution and allocation, the cooperative argument for e) 
sion is that these reserves are owned by the patrons to whom they have 

ocated, and in any event they represent capital contributions made by) 
patrons pursuant to a valid contract between the patron and the coopet 
Notwithstanding the validity of this argument, it is somewhat doubtful that 
s constructive receipt by the patron It must be admitted that in all probab 

leulating their own in 
x, so that some income, especially in farmer cooperatives, prol ibly es 


patrons do not include such distributions in calcu 


ixation entirely 
One other minor criticism of cooperatives requires a word It is charged 
many patrons of cooperatives have no knowledge of or voice in the manne 
which patronage refunds will be made In a true cooperative there is no 
isis for the charge. The patron either has a formal written agreement wit! 
cooperative covering the point, or, by notice, actual or constructive, is ch: 
with knowledge of the provisions of the articles of incorporation or bylaws of 
cooperative, which clearly define the manner in which distributions will be 1 
Where the formal contract does not exist, patrons as a practical matter may 
the pattern through their control of the corporation. The charge, even if true 
ttle or nothing to do with the tax problem. In any event, I think few coo} 
ves would object to a requirement of written revocable authority from indis 
patrons specifying the manner in which patronage distributions should be n 
Sa prerequisite to the exclusion or deduction of patronage refunds made it 
rm but cash 


a ’ 108 (1944 
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There is grave doubt whether Congress has power to tax patronage distributions 
even if it were willing to change present conceptions as to the character of taxable 
income. Clearly, income belonging to one person cannot be taxed to another; 
taxable income is only profit income,“ and Congress cannot tax as income that 
which is not income If the income of a cooperative belongs to its patrons and is 
income to them and not to the cooperative, then it cannot constitutionally be taxed 

) the cooperative 

The contract between the cooperative and its patron fixes the price to be paid 
by or charged to the patron It thereby imposes upon the cooperative a liability 
to adjust the price by means of the payment of patronage refunds when costs of 
operation are finally determined. Under any income-tax system which does not 
tax expenses of doing business, that liability, when paid or accrued, must be 
excluded from taxable income. 

Assuming for the purpose of argument that the cooperative does have net-profits 
income, the liability first described is not different in principle from the obviously 
deductible liability which an ordinary business corporation may assume by its 
prior agreement to pay officers or employees compensation measured by corpo! 
earnings or by percentage commissions In the one case the price of goods is 
idjusted to conform to the prior agreement, and in the other case the pri 
services is so adjusted after performance. 

In relation to this constitutional point the question whether a cooperative is 
merely an agent or trustee for its members and patrons becomes particularly 

portant. Many courts have held that a cooperative, despite the use of ordinary 
terms of sale and purchase in its contracts, is merely an agent Notwithstana 
ng the various arguments advanced against the agency theory, fact that in 
the Bowles decision 18 cases in which courts supported the agency theory are 
cited.” Practically all of these cases involved marketing cooperat Where 
a cooperative deals only with its members, the agency theory, in my judgment, 
is sound Where, however, it deals with both members and nonmembers, there 
are fewer of the incidents of a true agency The California courts and the 
Circuit Court of Appeals of the Ninth Circuit have uniformly held that a coopera 
tive organized under the California cooperative statute acts ina } ty 
and holds all of its net income as trustee for its patrons 
statute expressly provides that cooperatives organized under it 
orporations, but otherwise differs little from the usual St 
Statute does not weaken these cases as authorities when applic ad te 
tives, for a true cooperative is a nonprotit corporation exactly as 
cooperative 

If the contract liability theory be applied and distribution 
ipital reserves be considered payment of the liability and a c¢: 

the patron, or if either the agen yor hidue ary theory be 
refunds distributed to patrons on the basis of their business w 


excluding earnings on the business of nonparticipating patrons 
f the cooperative within the meaning of the constitutional prov 
ther be made such by congressional fiat or be taxed as such by 

The cooperatives recognize that abuses probably exist with 
inpt and nonexempt cooperatives and their members Abuses 


respect to ordinary business corporations, and cooperatives and thei! itr , LiKe 


hose corporations and other citizens, make mistakes. Reserves of exempt co- 
peratives may not always be fully within the statutory allowance: some dis 
tributions of patronage refunds may escape taxation as income of the patron, 

| patronage distributions to ¢ apital reserves may es¢ ape tax entirely If these 
ibuses or loopholes exist, legislation to correct or prevent them is not necessary. 
Simple amendments of the Treasury regulations can and would insure against 
hem and secure to the Government its proper tax revenue 


*Risner v. Macomber, 253 U. S. 189 (1919): Commissioner v. Wil 
1946) 
Helvering v. Edison Bros ( . , 133 F. 2d 575 (C. C. A. Sth, 1! 
19 U. S. 752 (1943) 
* Bowles v. Inland Empire ssn, 53 F. Supp. 210 (FE. D. Wash 
Id it 215 
‘California and Hawaiian Sua: Refining Corp., Ltd., v. Commissioner 
(,. A. 9th, 1947), cert. denied, Fel iry 1948 
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There is this difference between the distribution of a cooperative profit and 
distribution of the profit of the ordinary corporation : Ordinary corporation prot 
are distributed among those who have invested funds in the business, and as s 
are entitled to share in the profits of the corporation. The profits of the coope: 
tive are distributed among those who have been the customers of the cooperat 
on the basis of the volume of the business which they have furnished, and not 
the basis of their investment in the business 

Consequently, some may have no investment in the cooperative, and thus 
not economically entitled to any distribution of profits, since they have assu 
no risk. In these cases the distribution of profits on the part of the cooperativ« 
out-and-out profit sharing, taxable to the ordinary corporation 

Since cooperatives are expanding organizations, it is probable that a portior 
every cash patronage dividend distributed by a cooperative represents payme 
to persons who have contributed no capital and have assumed no risk s 
patronage dividends are actually contributions out of profits for purposes tax 
to the ordinary corporation, 

Cooperative distributions represent the spread between cost prices and s 


prices rhe ire distributed only after the accounts of the business are cast 
and the operating profit and other income are determined. Since coopera 
form regional, and in some cases national organizations engaged in nany p 


of production a distribution, and each cooperative is both a customer of and 
Investol nh one or more other cooperatives, it follows that proiits flow fron 
cooperative to another, and may come to rest as patronage dividends mat! 
operative stages away from the originating company 

rhus the patronage dividend of the cooperative standing between the ind vidu 
patron and the national network of manufacturing and distributing cooperativ: 
I he composite of the commingling of the almost efidless profit transacti 


ie network. Hlow these profits are measured is not material; they may lx 


relation to dollars of sales, physical units of output, percentages of net wort! 
any other convenient measure. Net profit does not necessarily need to be relat 
to net worth or stockholders’ investment 

Investors in a cooperative, whether they have come by their investment thro 
the receipt of patronage dividends in the form of stock certi 
have purchased their stock, are investing in a share not of any physical goo 


icates or whether the 


but of pecuniary rights Investors in a cooperative, like investors in priv 
corporations, buy a claim on earning power If any recipient of a stock c« 

cate were to co to the plant of the cooperative and ask to see his property 
one could show it to him. He would not own machines, buildings, or raw 
finished materials. He owns a share in earning capacity, and he has acquired 


right to profits, either through purchase or patronage dividends; he care 
froi where theyv come 


Few stockholders take an active interest in the management of the busine 
in which they invest their funds, and apparently in the management of coop 


tives this characteristic lack of interest is even more prevalent than among 
ordinary corporations. Among ordinary corporations the voice of the stockh 

in the selection of the management is usually proportional to his control 

voting sto« consequently, the larger his holdings, the greater his interest i 
sel on of the management In the typical cooperative each shareholder 
but a single vote, and a vast majority of the stockholders exercise no contre 
the selection of the management. In fact, in the typical subsidiary coopera 


only a small percentage of the stockholders know how the directors of the cen 


organization are chosen 





‘The ¢ per ve Grange League Federation Ex il of the growth of ho 
companies mol cooperatives According to its for 1945-46, the Co 
tive F. L. F. I hange is the sole owner of the C F. Holding Corp ! 


the G. I l Holding Corp. are Cooperative G. L. F. Credit Corp Cooperative G. I 
Farm Products. Inc which in turn owns 13 sales terminals and auctions, 3 bean plar 


miillir ervice } canning plants, and 8 cold-storage plants; Cooperative G. L. | 
B ling Service, Inc., which owns 10 fertilizer plants ; Cooperative G. L. F. Farm Suy 
Ir which owns 7 warehouses, 1 basket factory, and 2 petroleum terminals; and Co 
tive G. L. F. Mills, In which owns 3 feed mills and 5 seed plants 

In addition the Holding Corp. owns 47 bulk petroleum plants operating under the 1 
G. I I Petroleum Cooperative, Ine 1S marketing store operating under the 1 
G. L. F. Cooperative, Inc., and 215 rétail service stores operating under the name C¢ 
tive G. L. F. Service, Inc 


rhe G. |] F’. Cooperative is also affiliated with the Cooperative P. & C. Family I 


Tr United Cooperatives, Cooperative G. L. F. Farm Service, Inc., Inland G. L. F. Tr 
Co-oT jersey Trucking Service, and Fertilizer Manufacturing Cooperative, Inc 
The oO} Farm Bureau Federation, Inc ind ti Indiana Farm Bureau Cooper 


Assam { re other large holding corporations in the cooperative field 
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The control of the cooperative is no different in principle from that of any 
ordinary corporation, despite the fact that exc stockholder is limited to a single 
vote irrespective of the number of shares he may own One objective of the 
corporate form of « ooperative organization is to c 
lirection and at the same to scatter ownership. The limitation of each stoc 
older to a single vote Inay In sole Cases permnit even a higher concentration of 
ordinary corporation t} 


mcentrate executive control and 


more the ownership of 


‘ ' 


ontrol than is norma in 


Is to Con 


it is tora mited number of perso! 


cooperative is scul CUSLET 
rol its operations 
rhe payment ! vidends preferred ish or 
non pri , 2 tive 1s Xpanaing 


ne vw MANN 
ip of conu 


Mmm STOCK Cet 
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II 
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pati re ure seve 


wel prices to t he 
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itive leaders have repeat mph 
that they m: e! ded 


S Repeated che thro 


Ss, or even al cost 
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by their private business neighbo 


npetitors 
country have reveuled cooperative prices are the prevallnge p 
spring by the newspaper PM in New 
ve food stores in the New York 


to 


he community A check last 
ealed that prices in consumer « 
tan area were midway between 
by the better-known groceries 


the attention of private business comp 


peruat 
the highest and lowest prices 


mparable items charged 
products at cost would direct 


of the public to the economi 
disturbing method of operation from 


effects of the cooperative’s tax-exe 
onsequently, the less 
in its community is for the 

te the pront of the operation tl 
for further expansion In tl 


his Col 
prices charged bv the 


relations cooperative to se 


ailing prices and t trib 
ends, or use it in the In 
be overlooked that t 4 ailing 
added charge co corporate income tax which ac 
pt income to the « Mat y cooperative leaders hay 
as a business would be met 
this threat is that the cooperati 
t its tax liability by price red 
tages in the process of producti 
ne costs as the ordinary corpo 


efficient, and the difference 


vy taxation of the 
ts part The impli 
nomic sleight of hand wor 
siness at actual cost at 
operatives would have 
ypes of organizations wer 
rged by the cooper: 
nit of sale earned by t ordinary corporation 
Net profit in business comparably small item per unit 
l some of tl reports of the Federal Trade 
: nract 


» ordinary corporation wou 


onstrated by 
ong period of time do isiness at cost is almost 
Ss not possible to mars! 
h f the present-day cooperatives. A bi 


© S1Ze oT 


the quantities of free capital nece 


cost a business 
a strictly cost basis would ultimately become so inefficient 
able to do business even at cost; it would do business only 
tor which has been responsible for the high standard of | 
erprise countries, as Compared with the standards in other countries 
en work more cheaply and also harder for an uncertain return-—and pi 
most uncertain of all returns—than they do for a fixed income or « 
tion. Remove the profit incentive from the cooperative ture and 
timately collapse under its own weight 
; until the had used up their accu 


ata los 


For a short time, necessary 
serves,” cooperatives might operate at or near 
ld prol ably operate at a loss, but once the reserves w 
to the profit system or slowly « 


cost eginning they 
ere dissipated, cooper 
es would either retur! lisappear from the e 
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We must recognize, however, that as long as the present tax inequality ex 
hetween private business and the cooperatives the threat on the part of 
cooperatives to sell at cost could be very real and very disastrous to the t 





paying businessman. As long as the cooperatives retain the tax-exemption s 
sidy, selling at cost on the part of the cooperative will not really be selling 
cost Cooperatives would not sell at their cost, but at the cost of the priv 
distributor 

Profitwis the price advantage of tax exemption is substantial, since ofter 
may represent savings pyramiding at all stages between the producer and 
consume if the product is produced and distributed cooperatively Figures 
average net profits per dollar of sales at the manufacturing, wholesaling 
retailing levels for all commodities are not available, but the cost-of-distriln 

quiry made by the Federal Trade Commission in 1943 and 1944 indicates 
iverage net profit at the manufacturing, wholesaling, and retailing levels 
many specific commodities.” 

fhe figures from this mnquiry have been quoted b\ cooperatives to indicate 
s ngs which can be made by the cooperative method of production ‘ 
ributior Using the Federal Trade Commission figures on profits, it: becor 


pparent that the savings which accrue per dollar of sale through tax exempt 


he manufacturing. wholesaling, and retailing levels usually are about tw 


S the net proft of the fully taxed retailer on the same merch indise 


s, through tax exemption at the three levels indicated, a cooperative d 


ds at the retail level could, by passing part of its tax subsidy 
istomer, price its merchandise so low that a competing taxpaying reta 


} 


e 
al ike no net profit selling the same merchandise; vet at the reduced yn 
the cooperative would still make as large a net profit as the competing taxpa) 
‘ er could make if he sold the merchandise at the regular price 
Ihe ile f the tax-exemption subsidy has risen as the cooperatives have 
recte re nd more of their investment into manufacturing rather than ad 
I ng facilities. Under stable business conditions and tax rates, prices of t 
} g companies are prone to stal ( ! na evel which will earn a ge 
‘ n the investment after the } ment of taxes Under normal ce 
this is bound to take place in an economy of competitive taxpaying pr 
ne ‘ ( porate tax liabilit na given volume of profits becomes at 
ne oy eres we 4 hhe ~ ny ' ‘ < he rate of 
’ | es 
| i elds er he ! ) he q 
exe n sub v ! sia le v le Ww ‘ 
‘ t f hes ng price i) he othe } ne n rhe nuftac 
why he ! ver is inlly he subsic dvai ore 
hig} a » OO) percent of sales rhis tax - . the 
ng cy h th vival ve ned f ne ¢ ore hleg 
yet bt has been responsible f he 1 ad eX nsion of f 
1M nufacturing and mine production fields 
‘ vy 1 he distribution of profits on the basis of p ine 
ershiy is practiced bh hie ooperatives, is little different 
he t n of profits thre rain. ora The 
‘ il V corporation pu el ‘ t k with fur > hy he posses 
‘ ! S ng cooperative thie winea ( hholds the } 
f ‘ thet nm the Op eausan ter of course i} 
hy ! f tronage dividends in the form of stock certificates ove ia 
ely short t e makes the larger patrons also the larger stockholders 
mong Opn tives, as rrdinar orporations, the large tockholde 
eive the rger aggregate of dividends 
The necessity of paying dividends on stock is much less real in the ca 
ope than in the case of an ordinary corporatior Many, if not a maj 
t . if a cooperative have never had physical possession of the f 
resents bv the stock certificates which thev own, and are prone to regard 
mati ge ad dends as a return on the stock Over the short term at I 
rons ill be tisfied with stock certificates in lieu of cush payments for ¢ 
ek dividend r patronage dividends Under these conditions the ful 
f he |] fit ! v ive etained for further eXpRNSION 
We should recognize that the retention of the profits by the cooper 
g ribution of stock dividends not only may be the retention 
fits of taxes pavable by the ordinary corporation under corporate income 
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our GLF stores, to the point prudent business methods require, will be mo 
difficult on an income-tax-exempt basis than it would be on an income-tax-payi 
basis.” * 

Apparently there are those within the cooperatives themselves who see 
inequity of the present income-tax-exemption basis. 

If cooperatives have a place in the economic organization of our society, th: 
should maintain their position through efficiency and not through a tax subsid 
If cooperatives must have tax subsidies to exist, then they must be a less eflicie: 
method of production and distribution than their counterpart, the ordinary c 
poration. Businesses that need a tax advantage of nearly one-third have no pl: 
in a free-enterprise economy. Nor should we aid any business or industry 
granting a tax-exemption subsidy to only that part which happens to conduct 
affairs according to a certain plan. 

It is obvious that the present mixed economy, of tax-exempt and taxpayi 
competitive businesses, like a nation half free and half slave, cannot continns 
detinitely Unless this situation is corrected by the Congress the tax-exempt pi 
portion will become progressively greater, and its beneficiaries will become 
ever-growing political and economic force in our country. The greater the ars 
of full or partial tax exemption becomes, the higher taxes will be on the taxpa) 
sector, and the greater will be the competitive advantage of tax exempt 
Ultimately, even prohibitive taxes on the nonexempt businesses will yield insu! 
cient revenues for the support of the Government. The progressive narrow 
of the tax base and the raising of taxes because of the expansion of the t 
exempt cooperatives can in the end have only one result—the disappearance 
private business as we know it today 

rhe exemption of cash dividends from taxation, for both cooperatives and 
dinary corporations, will not equalize the tax liability, nor is it sound from 1} 
standpoint of economics. Profits are derived from the operations of the busines 
whether paid out or retained in the business. In either event they should 
taxable to the cooperative or the corporation. The elimination of cash dividen 
from taxation would continue to give the cooperative a tax advantage over tl} 


private corporation, since the exempt farmers’ cooperative may retain its ent . 
net profit in the guise of setting up reserves for “necessary purposes.” The ec ! 
sumer or nonexempt farmers’ cooperative might accomplish the same end throug 
allocation of profits on its books. : 

From an economic standpoint, the payment of patronge dividends would 
be a distribution of profits, either as a distribution of the profit to stockholce . 
who might also be customers, or as a pront sharing device to those who did n 
happen to be stockholders. As long as we continued to recognize profits as 
indication of ability to pay taxes, and based our tax collection on profits, o1 - 

art of the corporation’s profit would go untaxed while the other would be tax: P 
The existence of profit would no longer be the basis of tax liability; its distri! 
tion would become the sole criterion. Undoubtedly other methods of tax ay 
ance would arise under a system which recognized only the disposition of prot . 
and not their existence, as the measure of ability to pay. rn 

Under the current statutes and regulations covering the handling of reset I 
by exempt cooperatives, the elimination of cash dividends from taxation by b o 
cooperatives and ordinary corporations would result in extreme discriminat , 
against ordinary corporations, since the exempt cooperatives would make the 
cision on the amount of taxes they would wish to pay The nonexempt cooyp 
tive, likewise, could retain the bulk of its earnings if it so desired, throu: p! 
the process of allocating its reserves to the various patrons. By these met! 
all cooperatives could continue to escape most, if not all, taxation, if the 
desired 

Che payment of patronage dividends by ordinary corporations is not a s 
tion to the tax inequality which now exists between ordinary corporations 
the cooperatives. This system would ignore the responsibility of present cor ; 
rate managements to their equity stockholders, who are not identical with u 
customers of the corporation 

Che cost of government can be met through taxation by means of either 
two broad fiscal policies; High taxes may be applied to a relatively harrow | 
or relatively low taxes may be applied to a broad base. There are many rea ‘A 


why the latter is much the preferred fiscal policy. Cooperatives as a group a! 
big business. Exempting cooperatives not only permits some hundreds of 


lions of dollars in current income to go untaxed, but also permits this amountt 


Report to Grange League Federation committeemen, 1946 
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used to expand investment in tax-exempt businesses. In a stable business situa- 


tion, the reinvestment of these escaped taxes in tax exempt cooperatives could 
curtail the taxpaying business economy by an equal amount each year. 

What is perhaps more significant than the exact size of the curtailment of the 
tax base each year by the reinvestment of cooperative profits is the fact that this 


curtailment is being financed by the Federal Government through its loss in 
ncome-tax revenues Since the chief source of receipts of the Federal Govern 
ment is the collection of taxes leivied on private businesses, it follows that the 
expansion Of tax-exempt cooperatives is being financed by the taxpaying private 

isinesses, The inclusion of the cooperatives in the tax levies on the same basis 
s the ordinary corporation not only will equalize the opportunity of earning a 
wotit between the two large segments of our economy, but also in broadening 
he base will decrease the rates needed to yield a certain total ret 


Ill 


One of the objectives of « eration, according to many leaders in the fir ld, has 
been “production for use” and the reduction of profits through competitior 

at is, cooperative competitior Although the cooperatives claim on one hand 

do business at cost; thereby, according to the claim, eliminating all profits, 
hey set forth, on the ofl r hand, as one of their bj ctives he reduction of 
xecessive profits on the part of private business through coo) itives competi 
ion If the time should come when most of the business in all lines is handled 
by the subsidized cooperatives, then the profit of private business would be 
reduced by cooperative competition; in fact, it would disappear, and so ulti- 
mately would private taxpaying business. It is clear from a study of coopera 
tive literature that any profits on the part of a private taxpaying business are 
excessive from the point of view of the cooperative leaders 

The cooperative claim of reducing profits through increased competition is only 

half-truth Subsidized competition, if of sufticient volume. will reduce profits 
n any field, as long as the competition exists Sooner or later, however, this 
kind of competition drives out the competitors, and competition disappears. This 
has already happened n some areas where cooperatives ave ractical ! nop 
ilies.” Mor opoly pricin t cooperatives Ss ( » tiatad ‘ 10 less 
effective than it is in private business 

If the history of the c ‘rative movement in other countri may be relied 
upon, We have every reason to believe that the end result of a cooperative economy 
must be some kind of statism, which will ultimately gravitate into a totalitarian 
regime All the totalitarian regimes of modern times have had their origin in 
some kind of production-for-use (rather than for profit) econon which 
cooperation of some form was an important cornerstone. The the 

on for use rather than for profit, the substitution of probable 

vnership of property, eventually lead to more and more 

te, and finally the complete supremacy of the state ove 


regimes begin as socialist onomies and end as complete 


In this progression of the expansion of state functions 
siest step is that from cooperation to socialism, since both have the same 
objective—the elimination of profits and the productio v1 rather than 
protit 
If one reads much of the literature of the cooperative movement and of the 
principles of socialism he is struck by the parallelism of ideas. In his book, Co 
perative Democracy, James Peter Warbasse, president emeritus of the Coopera- 
ve League of the United States of America, says 
The ultimate destiny of the consumers’ cooperative movement is to obtain 
r to produce in factory, shop, mine, sea, air, and land, all that consumers 
require * : * 
As cooperation grows, the need and possibility the ex » of profit 
isiness and of the polit cal ‘ > decline 


t cranberry crop 


James Peter Warba 
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In the tiffeenth annual report of the Consumers Cooperative Association, Ho 


ard A. Cowden, president, said 


The ochsumer cooperative movement in the United States is beginning to 
emerge as a national movement Regional cooperative wholesalers have joined 
hands on a national basis in petroleum, in the manufacture of power farming 
equipment, and in the production of milking machines for dairy farmers. There 
\ e other ex ples of such teamwork in other fields shortly Then to unit 
vit ooperatives il n production and distribution will be a ne 
and re + easy 
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Mr. Simpson, it is a fact that a cooperative exempt under section 
101 (12) may have unallocated reserves provided they are re: asonable 
in amount and so on, upon which taxes are not paid either by the 
cooperative or by the patron. 

Mr. Stmpson. The very fact that it is unallocated means that it 
is not credited to any one of the patrons ¢ 

Mr. Rumpue. Yes, sir. 

Mr. Simpson. Now, confining your attention to that, and keeping 
the Treasury’s facts in mind, do you contend it is improper to tax 
that and, if so, why ¢ 

Mr. Rumexe. I would personally not contend that an unallocated 
reserve should not be taxed. As a matter of fact, 1 will serve no use 
ful purpose there for you unless I am per fectly frank with you. 

Mr. Siapson. The committee respects your judgment, I assure you. 

Mr. Rumace. I will go a little further, Mr. Simpson. I think it is 
probably difficult in some cases to justify exempting even allocated 
reserve, but as to an unallocated reserve, I think that you can justify 
exempting such reserves only on 101 (12), and then I admit you are 
giving the cooperative sa substantial benefit. 

Asa matter of fact, it 1s the only benefit they do get under 101 (12 
except the ability to pay tax free stock dividends, sir. 

Mr. Simpson. That is a limited area where the committee could, 
with your blessing, look further into it? 

Mr. Rumexe. Yes; that is. 

The CHarrMAN. Mr. Curtis. 

Mr. Curtis. Mr. Rumble, are all the people that you represent tax- 
exempt cooperatives ¢ 

Mr. Rumere. No; they are not. 

Mr. CURTIS. Some ot these local farmer elevators waive their 
exempt status, or just fail to qualify : is that correct / 

Mr. Rumepce. That is right. 

Mr. Curtis. Do you know how that runs, percentagewise / 

Mr. Rumepre. No; I do not. 

Mr. Curtis. The number who are waiving their tax-exempt status 
Is Increasing, is it not / 

Mr. Rumpce. I do not think it is increasing substantially. As a 
matter of fact. if | were asked now to tell you of any client of mine, 
or any me umber of a chent of mine, that has w: aived the tax exe mption, 
I coul: —_ tell you of one. 

Mr. Curtis. Now, amigas cooperatives that you represent are grait 
marketing cooperatives, a e they not ¢ 

Mr. Rumepwe. Yes, sir. 

Mr. Curtis. Are any of them engaged in selling supplies? 

Mr. Rumere. The ones with which I am ‘directly connected do not 
in their grain-marketing cooperatives sell any supplies. 

Mr. Curtis. Dothey have branches or subsidiaries that sell supplies ? 

Mr. Rumeie. No; but up in our area we have a grain-marketing 
cooperative. We also have what you might call : L supply coopera 
tive. We also have what could be called a lumber and fuel coopera 
tive. Those three cooperatives are very closely associated. They 
are not, however, either subsidiaries or affiliates of one another. 

Mr. Curtis. There is no fund between them / 

Mr. Rumpsue. No; there is not. 
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Mr. Curtis. You represent the grain cooperative ; is that correct / 

Mr. Rumere. Among others. Here I am appearing for the grain 
cooperatives. 

Mr. Curtis. How long have you represented this group that you 
appear for, the National Federation of Grain Cooperatives / 

Mr. Rumswe. I have represented the Farmers Union Grain ‘Term: 
nal Association since about 1938, when it was organized. I organized 
the National Federation of Grain Cooperatives, and to be honest, I 
cannot tell you when I did that, but I think it was about 1941. 

Mr. Curtis. That is the group that has arranged for your appear- 
ance here? 

Mr. Rumepue. Yes, sir. 

The CHarrmman. Mr. Mason. 

Mr. Mason. Mr. Rumble, I have just two questions. 

In your statement | vathered you said that MH) percent of the farm 
cooperatives are small cooperatives, $50,000 or less. 

Mr. Romewe. I do not think I said $50,000 or less. I said many of 
them do not have assets much in excess of $50,000. 

Mr. Mason. Would you have any objection if this committee fol- 
lowed the advice of our experts, let us say, in trying to separate the 
sheep from the wolves, that we draw a line on a $75,000 asset coopera- 
tive and all below that call them sheep or lambs and all above that 
call them wolves and make that a dividing line as to whether they 
should be taxed or not ? 

Mr. Rumere. Of course, I would have objection to it. 

In the first place, there Is ho such thing aus either a wolf or a lamb 
in the cooperative business. They are all cooperatives. 

Mr. Mason. Of course, that is a matter of opinion. 

Mr. Rumete. All right, you are asking me for my opinion, and I 
am fiving It to you. The cooperative, the true cooperative, is as 
much entitled to the tax treatment now given cooperatives whether 
It is a SLO,Q000,000 cor poration or a S50,000 corporation, 

Mr. Mason. Now, that is what I want to know, whether you would 
have objection to h iving a S7D.000 limit. or not, and you sav you do 
have. 

Mr. Rumer. Yes, sir. 

Mr. Mason. Ther mi second question is this: Mr. Loos in his tes 
timony before the Finance Committee last vear said that at least 90 
percent of the farmer patrons of these cooperatives, at least 90 per- 
cent, received patronage dividends of $10 or less down to $1, and if that 
is so, do you think that many farmers who receive $1 or 32 or 33 in 
patronage dividends keep books on that and report it in their income 
tax return / 

Mr. Rumeie. Mr. Mason. I have at times been surprised to find the 
kind of books that many farmers are keeping today. They do really 
keep pretty good books in our country. 

But in order to keep track of their patronage refunds they do not 
even have to keep books because they vet them only once a year. I 
am again talking only about my own area. And they get them in the 
form of a typew ritten statement. All they have to do is preserve 
that until they file a return and it is a very simple matter. They do 
not need any books to keep track of that patronage refund. 

Mr. Mason. Do you think that a large proportion of the farmers 
who receive $1, $2, or $3 in patronage dividends report that / 
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Mr. Rumeve. [ would say that until we finally got that statement 
from the Treasury Department, probably a good many farmers did 
hot report those smal] patronage refunds. But l firmly believe that 
since we cleared the situation 99 percent of them will report all of the 
refunds, regardless of size, received from their various cooperatives. 

Mr. Mason. And when was this cleared up by the ruling / 

Mr. Rumece. Last April. 

Mr. Mason. Before that time you felt a great many of them were 
vy. especially if they received it in serip. 

Mr. Rumece. I would hesitate to say a great many, but IT frankly 
sly | think some of them were not reported. 

Mr. Coorrer. Mr. Reed, 

Mr. Ri hb Mi Run ble, | wish to ask vou a few vene ral ql estions., 
li my idea that you have a gang of racketeers that are trvn oy te 


hot report l 


readiuice The Tarmel more oOo] less to the status of peor we, 


Wi if do vol tha k Wot! ld he thr r pos tio n the cotton aren I 


they had not id cotton ri cooperatl ves ‘ 

Mr. Rumapce. I would have to guess a little there. but IT would think 
the situatio n that area would have been the sume as it would have 
bee} upiour wintel wheat rea, a tragic situation. 

Mr. Reep. They would have forced them to leave their cotton on 
the ground, in the wet, until the farmers were ready to take their price ¢ 


Mr. Rumpie. That is right. 
Mr. Reep. What would be the condition of the dairy farmers this 
year had it not been for those fine organizations 
Mr. Rumere. Ido not think that anybody will dispute the fact that 
the dairy cooperatives have greatly improved the preduct of the dairy 
products {| country. 
Mr. Reep. That improvement would not have been accomplished 


wit! our t e cooperint ves / 


Mr. Rume.e. That is my belief 

Nin REED. Now, i! the cotton aren. unt 1 thes fot thelr cooperatives 
to est ib] Sth therr cotton ins there again thev were fleeced n that 
country, were they not 

Mr. RUMBLE. Phat, I do not know. 

My Reep. Tama representative Trom a dairy section and we have 
our dairy market cooperatives, and, of course, the dairy industry. 


] 


except Tol the fact it is part of the milkshed in New York. would 
simply have been ruined without the fine work that this marketing 
organization has done 

The we have the food and vegetabl sin New York and they have 
them in the South. Do you believe that thev would have been able to 
develop the fine marketing system which they have now for then 
perishable fruits and vegetables had it not been for the cooperatives ¢ 

Mr. Rumbir. No: I do not. 

Mr. Reep. You live in that country and vou ea) speak with first 
hand knowledge of what the cooperatives have meant to the era 
farmers ¢ 

Mr. Rumene. Yes, sir. 

Mr. Reep. Then we have a wool marketing organization I) woo! 
we have terrific competition, always have had, from Australia and 
New Zealand. Without the wool marketing organization. t] 


] 


gorowers In this ¢ ountry would have been ruined. 


if WoO 


] notice here that there are 475 cooperatives engaged ih marketing 


seed for the farmers of this country, in other words. getting the seed 
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up to the highest possible standard and preventing the farmers being 
gyped by unreliable seed companies which took seeds that had de- 
teriorated, repackaged them, and sent them out the next vear. 

Now, the cooperatives have provided seeds on which the farmers 
can depend. So that is a great service to the farmer, is it not ? 

Mr. Rumeite. Yes. and | suppose the Federal seed law must be vrivel 
credit for some of that. 

Mr. Reep. Do you hot think the cooperatives have carried on an 
educational Calipari to encourage the Federal] Government to do 
that ¢ 

Mr. Romere. I think so. 

Mr. Reep. Of course we are flooded here with a lot of scurrilous 
literature claiming the loss of S2.000.000.000. 8$3.000,000.000 or 
PSVO OOOO They do not care what they say. 

Were you here this morning when I read this letter sent out by the 
National Tax qu lity Association / 

I want to see such outfits as this, that are sending out this literature 
to the people to raise their voice against this Congress because we do 
not vo out al d do what we ought not to do to the co Ops. | just want 


to see those lobby sts driven out of this ra keteering game. They have 
a pretty soft thing with salaries running up to $20,000, $25,000, a vear, 
trying to create class hatred as between the farmers and the business 
men. 

Thank you very much. 

Mr. Kean. Mr. Rumble. during the lunch hour I had a constituent 
come in to see me wl was in the hardware business. He said that 


nearby there has been a cooperative open up and that this cooperative 
was selling 5-10—5 fertilizer at a price equal to what he could buy 
wholesale. He said he understood t| 
sell at a low price was the fact th: yas a corporatiol had to allow 
for the corporat on tax and that thi cooperat ve did not | 
, i corporation tax 
“hat shuld | have 

Mr. Rumeve. You certainly should have told him that 
because, of course, tha not the answer at all. 

Mr. Kean. What t answer’ How is that coopet 
sell at that price? TI « e that with the refund later o1 
patrons, they might be able to ultimately sell it cheaper, but I cannot 
see how they could have sold it cheaper originally. 

Mr. Romere. That cooperative will not be here a year from now, 
You cannot do business that way and live. 

Mr. Ki an. It mav be a loss leader, o7 someth ng like that ? 

Mr. Romere. I just cannot conceive of that situation. Mr. Kean. 

The Cuatrmman. Mr. Martin. 

Mr. Marrin. Mr. Rumble, the 101 (12) provision for reasonable 
reserve for necessary purpose is clearly intended to have some limits 


we rensol th ~ cooperative could 


They use the phrases “reasonable reserve” and “necessary purpose.” 

Mr. Rumene. Yes, si 

Mr. Marttyn. Is it vour idea that the administrators of this law 
should map out some line of demareation with respect to what lin t= 
they would extend this exemption / 

Mr. Rumete. I think, Mr. Martin, that if that were done it would 
set at rest a lot of the talk that is running around about cooperatives 
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and their avoidance of income taxes. I have no doubt of their power 
to do it. 

Mr. Martin. That is my impression that they have that power, but 
if they do not have the power to place a limit on it, and the reserves 
held by cooperatives become a very large part of the funds handled 
by them, and they are extended without limit to various unrelated 
enterprises, and in the total absence of action by administrators of the 
law, it might then be necessary for Congress to map out and enact a 
yardstick into law. 

It seems to me that we are facing a situation here that has arisen 
largely by inaction or lack of action on the part of the administrators 
of the law. 

Furthermore, there is no guaranty, in my mind, at least, that there 
will not be some further abuse of it. I have been hopeful through all 
the years that the parties charged with administration of the law 
would map out some definite yardstick for its administration. 

Do you approve of such action / 

Mr. Rumete. Yes, sir; and I think you will find that most of the 
cooperative organizations of the country would approve it. 

Mr. Martin. I am open toa suggestion from the cooperatives them 
selves as to what they think is the proper yardstick. I have not heard 
that discussed too literally. I am not sure they can get together. 

I am sitting in judoment on the administrators of the law and | 
would like to be able to tell them this is what the trade thinks about 
the matter and I need some help. 

Mr. Rumeie. We will see if we cannot get some support. 

May I make one further brief remark ? 

In connection with the question of unallocated reserves, I am it 
formed by miy clients that the erain cooperatives, cenerally speaking 
do not have any unallocated reserves, and I know that ni client in the 
Northwest area has no unallocated reserves. 

Mr. Coorer. Does that complete your statement, Mr. Rumble? 

Mr. Rumewe. Yes, sir. 

Mr. COorPeER. We thank you for youl appearance and the inform 
tion given the committee. 

Mr. Rumece. I appreciate very much the time you have given m« 

Mr. Cooper. The next witness appearing on the calendar is Mi 
Charles [). Smith, of Beaumont, Tex. 

Mr. Smith, will you give your name and address to the stenographe 
and the capacity in which you appear before the committee ? 


STATEMENT OF CHARLES D. SMITH, BEAUMONT, TEX. 


Mr. Sairrn. IT am Charles D. Smith, of Beaumont, Tex.. an at 
torney, and am here at the expense of the three rice mills at Beaumon E, 
on the requestof their presidents, who are my personal friends of long 
standing, and also at the invitation of my friend, Representative J. M 
Combs, of my district, to express to this committee my personal inde 
pendent views as an American citizen on the subject hefore the con 
mittee, and I do so independently of any professional connections o1 
personal relationships whatever. 

I hesitated to avail myself of your permission to appear before you 
I have obserbed your labors here and have been made to realiz 
as never before the stupendousness of your task and been inspired 
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in W itnessing the tireless labor you are bringing to it to reach sound 
conclusions in the general interest. 

My hesitancy to appear before you was that I did not want to 
take up even a minute of your time unless I could contribute some 
thing to help you, and I have not been, and am not vet, entirely sure 
that I can. 

But | feel very deeply the imperative importance of what you are 
trying to do and will venture a try at helping you. 

The all Important question now is that of taxes and where and ] 
to get them. The struggle for national survival we are e ‘ 
in calls for absolute equality and sacrifice all down the line: certainly 
calls for elimination of all forms of favoritism, and first, equality and 
elimination of favoritism in taxation as near as that can be humanly 
achieved. 

It should be, al d I believe Is, unnecessary to say to this vreat historic 
committee that every sll ole one of the legitimate sources of taxes 
in the country should he tapped and that In the search fo. those 
sources every bias, every preconceived notion and every fiction, every 
machination, ere ted or resorted to, to avoid just taxation anywhere, 
should be stricken down and a just tax levied. 

For in this hour of national stress we are come down to the last 
essences. The time has come—it is here, fac ne us—when we have 
no choice but to face realities as they are without blinking or side 
stepping. And it is an undisputable fact that there are legitimate 
sources of taxes amo) Y us that are escaping taxation, some of them 
by sanction of law, and as a consequence only a part of the people 
ranging from the restaurant waltresses, the stenographers, the school 
teachers, white-collar clerks, and so on to the millionaire—are carry- 
Ing the burdens ot vyovernment, Ww hile the tax exempt to say 1 othiu oO 
of the willful tax dodger—ride free. And that’s not Red language 
that’s plain American language based upon undisputable facts. 

In the category Of those escaping taxation by sanction of law, I 
refer particularly to the organizations and institutions exempted from 
taxation under section 101 of the Internal Revenue Code: Mutual 
Savings banks, build ng al a loan associations, Various coopel itives, 
and so on. 

| heard the testimol Vv given here the other day on the mutual sav 
ings banks and build ne al | loan companies and the sea re hing, pene 
trating, bull's eve questions propounded and comments made to the 
witnesses by the great chairman, Mr. Doughton. and the distinguished 
member from Illinois, Mr. Mason- and we are on the right track 


there: the questions propounded and comments made by those cre ntle- 


men cannot, in my opinion, be fairly or successfully answered in 
evasion of pavment ot a yust tax along with the balance of the people 
of the United States. It just can’t be done. 

But I wish to confine my remarks, and I will make them as few as 
I can, to tax exempt farm cooperatives, although what I Say may and 
probably will incidentally apply equally to all other cooperatives. 

At the outset I wish to make it clear that I am not interested in 
lending myself to an atta k upon cooperatives, as such. Nor, as to 
that matter, to an attack upon the policy of exempting them from tax- 
ation and giving them other protection at the time and under the 
conditions and for the purposes it was originally done. 





1302 REVENUE REVISION OF 1951 


It may quite probably be that under the conditions existing in 
those early days that seem now remote, it Was not a bad idea—per 
sonally | do not think it wasa bad idea, but a sound one the original 
purpose being. in the case of all originally rural cooperatives, to 
enable and e} courage farmers, stock raisers, and SO On, distant from 
and inconvenient to markets and communication facilities, actually 
engaged 1! producing their products for market. to group themselves 
together for their mutual benefit in the way of overcoming the difh 
culties common to them at the time, al dl under the ther existing con 
ditions, and of improving on a cooperative group basis methods of 
producing and marketing their stuff. 

We. the most of us, remembe) those days ana the then eXistiny 


conditions, and what I have said. in general terms, was in actuality 
the essence of the Government’s policy giving the rural dwellers 
special protection and encouragement by way of exempting them as 
group cooperatives Trom taXation. 

But if we want to be realistic and meet the fa ce to face . 
ire, as we 1 st. what eXIsts today ihe nally as , ‘miblance to the 
situation back yonder which inspired the tax-free and ro pre 
tective governmental measures. 

It can hardly have been intended or even cor templated in the be 

hat farmer cooperatives, for instance, should, or could, utiliz 
leves, and tax exemption O1 ginally eranted 

mad evers branch of competitive entel 

imaulat ne tax free protits, ind with those 

tic aggregations of financial 

competitive enterprise in not onl 


even i o} il. Dut mternatiol 
he ate proprietol 

nust and does. 1 parr the var 

Ipol him. but 3 nied the protective : 
cooperat ve con ! ndowed, And 
SsSmoment, 

fairs, crowing " SC] S proport 
tittites not o1 ly i at the (rovernment 
eoawiay il He sou Ss of Income, 


vstem of free enterprise, in 1 e taxpay 


ols adwindl 1 


cannot stand the wall. > ‘ing closed in ¢ 
K-eXempt competitor : ( ! nth ied yore 
ry existence Is thro itened, Bale. he is faced with t 


ilternatives of either voluntarily voing out of ty 


forced n the end into bankruptey, on hel 


’ forced i() 


‘ 


Y onto the tax-Tree gravy tran which, by tl 


VY vettil 
t from the ww binsed, disinterested experts Whose busine 


md who do know, - happenin vrevery day througho 


country, 

The rapidity of the annual growth in number and size and sprea 
of operations of cooperatives is nothing short of astounding to 1 
ininitiated. 

And why not 4 | A ‘ r and do enter and sare now opel iting 
every field and every anch of every field of competitive enterpr 
without paving taxes on a great percent, if pon ny, of their incom 
meantime the Government is shut off from a vast and ever-grow 
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legitimate source of revenue, and the taxpaying private proprietor 
anal the balance of t] e (me can people are supporting the Grover! 
ment its vast and ever-increasing heeds. 

| do not doubt that vou have heard the heures t me md again. but 
they will bear repeating: they are impressive. The number of met 


bers of farm cooperatives alone throughout the country ballooned 


from an approximate HOU in 194] to an ipprox mate 614 m llion 


for the 1948-19 market gv season, ana the increase in their bus ess 
and in their take in revenue for the same period was fron ahh AWppronr 
: mate half-billion dollars to an approximate S10 billion 

I Ss of it elf ilone thh ehornrous leg Liniate source OT TAaXes SO 
sorely needed by, but osed to, the United States Treasury by the 
fax-exempting section of the Internal Revenue Code and a that see 
{101 late! nterpreted by the Trea rutho ( 
| elise ‘ 

N w i s tren eXpDnA on ot operatio } ie e take did 
not conr bout by eTiorts ngvenuitv., and rewa \ ( oO} rie 
needs OT tl Hitt groups of individual farmers back der Vv 
Wel t hie object of the | rorent and I ti nk, Wise protective meas 


ures if the Goverm en} 


No: VW th due resp tto il] concerned, { Was the gvo-vetter, the lian 
of astuteness with vision, who conceived the possibilities—if worked 
I oht—the With WV O Ooke ahead to tlie I ly ilo gravy tra tha 
proceeded to get on it fora free ride. 

Now, I do not use these terms merely to discourse words, nor to 
attempt mere colorful iro derision. I use them simply to state a 
i l V eXIst LL itio rl ¢ onomy. 

When this characte f businessman—and he is among the friends 
of all of us. is our fellow church member, club member, lodge member, 
as in the case of some ¢ our neighbor, his oulder is at the wheel 
ot every \ orth vhile ovement fo. the wood of hh on t{v— e] 
{ nm vot to { took hold business bean to } k ». the 
benevolently prote ‘ ooperatives took on an entirely and funda 
ment itty «| (ferent il ter Tron the o7 ae lly Qo} { "4 i ttl 4 
! nity grouy of \ rto lor : wid iving mo 

~t ! id time ad gY it 

| e Tarmer no { a oni lly 1) Wied in ( ict i 
| ott I ot the? ti COTE ! ! I tiie ly k clrop 
of rrent-day cooperative He is a member connected with th 
wtual operations and sharing in the take in revenue the same, 
actuality. cenerally peaking, as the widow. or stenog! ipher. o1 

ousewtte stockholde) l the Ame! can Telegraph & Tel ph me Co., 
or United States Steel, or General Motors, and the like. 

| iV when this new han w th imag ition. and also ge) us, entered 
the pi ture and took over, the coperative business begat to really p 
up. the corporate ent tv with the cooperative became il nvenious 
part of the business. then came the ramified interlock ne corpo! ite 
entitie mad var ous fevrated ubsidiaries and federated asso itions, 
md with those bewal to engage in every nay nabl Commer al el 
terprise under the guise t actually having little and in some cases 


no rel ition to the mtended basic busi eSs of the COO} erative 


The exempt farmer cooperatives, even when not engaged in these 


ral ified s1aie operat ons, have erected and are still erecting great 
1] ] 


? 


Miliis, elt vators, pure ! rand sates organiZations, process ¢ plants, 
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vast warehouses and drying plants, wholesale and retail grocery and 
drug establishments, telephone and electric systems, irrigation sys 
tems, hospitals, hotels, eating places, and even funeral parlors, to 
mention only some of the businesses and services engaged in—all i 

direct competition with the taxpaying private proprietor. 

We have an interesting example of this spreading and ballooning 
in my own part of the country, in the case of the American Rice 
Growers Cooperative Association, whose frend cannot but challenge 
our admiration, and toward which I certainly have not the slightest 
antagonism. 

Back in 1927. by its own statement. it owned “not a dollar’s worth of 
assets in physical property.” ‘Today, with the physical facilities al 
ready in operation and those nearing completion, and presently to be 
put in operation, they will be capable of drying 2,500,000 barrels of 
rough rice in 20 driers, milling over 225,000,000 pounds of finished 
rice in 3 mills, storing 750,000 barrels of rough rice in bulk and 
about 1,000,000 barrels in 17 sack warehouses—a barrel is 162 pounds 
of rough rice, or 3.6 bushels. 

The total cost of these facilities amounted to neat ly S6 000.000, They 
have new construction plans under consideration. 

During the 1948-49 marketing season the total amount marketed 
by this one association was 4.275.000 barrels of rough rice, which they 
Say 1s Os percent of the total amount of all rough rice marketed for 
milling in Louisiana and Texas during that season—all, I say again, 
in direct competition—and, I might say, paralyzing competition—wit! 
the private taxpaying proprietors serving the sume industry in the 
same territory. 

The milling department of this one « ooperative milled in excess of 


1.400.000 barrels of rice in that season, turning out over 160,000,000 


pounds of milled ! ice and rice products. The total volume of business 
done in all departments during that season was over 347 million 
as compared to S2 million in 1927 

The business of this cooperative was not and is not confined to sery 
icing and marketing the product of its members. The members are. 
we might say, only incidental. With its big spread of facilities buil 
up with nontaxed reserves of profit and with its other protective ad 
vantages it goes into the open market for rice in competition wit 
the taxpaving mills 

Under the parity system and borrowing privileges from the Gover 
ment, up to 90 percent of the parity value at a low interest rate, t] 
may and as a practice, in fact, do, [am informed, hoard the rice ar 
hold it for the rising market, whereas the taxpaying competitor mu 
sell on the current market or borrow at his bank at commercial inte! 


it’y 


est rates, and so on. 

He is, moreover, of course, at a disadvantage in purchasing rice a 
against his nontaxpaying cooperative competitor who can overbid 
need be, and buy and store and wait for his profit in the higher market 

Permit me to say that my information is, but I do not personal] 
know it, that is precisely what they do in the territory covered by t! 
cooperative. 

To follow out this particular cooperative as an ex: imp le, the ter 
tory 1n Louisiana and Texas covered by it is divided into division 
and the divisions, it appears, are subdivided, and each division 
operated by a separate subsidiary corporation. The parent over-al 
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corporation is located at Lake Charles, La. The territory covered 
by it in Texas is divided into 11 clivisions I do not know how many 
subdivisions, if any namely, Orange division, Beaumont division, 
Anahuae division, Devers division, Houston division, Katy division, 
Danbury division, Richmond division, Garwood division, Dayton divi- 
sion, and Eagle Lake division. 

3) consulting a map you will appreciate what this spread means 
in the Rice Belt. Each division is operated by a separate Texas col 
poration subsidiary to the parent Louisiana corporation at Lake 
Charles. 

Of these corporations, including the parent at Lake Charles, only 
two have Col porate stock according to the records of the secretary of 
state at Austin, Tex.—the one operating the Richmond division, 
“50,000: the one operating the Dayton division, S600,000. 

Kvery division has its own modern and costly equipment and 
facilities. As an eXample, the Houston division has a rice mill pur- 
chased in 1943 for $181,000, which has doubled in size since, complete 
with three rough rice drying units, bulk storage for both rough and 
milled rice, modern packaging machinery, and milling, grading, and 
cleaning machinery for 200 barrels of rough rice per hour and over 
a million in a normal milling season; an irrigation system for supply- 
ing water to 50,000 acres of rice, at an original cost of 8452,000, not 
for the members only . but for the rice-growing population, known as 
the American Canal Co.; the Brazos Valley Rice Co., owned by the 
Houston division and operated in connection with the canal company, 
originally cost $125,000 for permanent easements, canals, laterals, 
and canal structures. 

Let me patise, please, to Sah that those are two separate Texas cor- 
porations with i capil il sto k of SLOLOO0 each which were absorbed 
last year or the yeal before by this cooperative. That is another 
example of driving the private proprietor out of business or sucking 
him in. 

These two compal es now are ¢ wned by the Houston d Vision and 
operated in connection with the canal company. 

The Houston division also constructed in 1948 at nearby Pearland 
a steel and concrete drier and sack warehouse at a cost of $365,000 
with a drying capacity of 360,000 barrels, storage capacity of 45,000 
barrels in bulk and 90,000 barrels in sacks. 

Of course, these subsidiary units of each division have separate office 
buildings and staffs, the oflice building at Pearland, for instance, built 
in 1949, costing approximately $40,000—air conditioned. 

So far I have named only some, perhaps not all, of the facilities 
of the Houston cli ision alone of this cooperative. Time and space 
will not permit detailing the vast and ramified facilities and field of 
operation of this one « oopel ative, 

The Lake Charles division covers an immense and important terri- 
tory in western and northwestern Louisiana, with plants at Crowley 
having about the same milling capacity as the Houston plant; and at 
Iowa, La.. Homewood and Hayes, La.: the Welsh division, Welsh, La. ; 
Sulphur Rice Cooperative, Ine.. Sulphur, La.: Fenton Rice Coopera- 
tive, Fenton, La.: Vermilion Farmers Cooperative, Abbeville. La.. 
with a plant costing $190.250; Gueydan Cooperative Drier, Inc., 
Gueydan, La., with a plant completed in 1948 at a cost of $235,000, 
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Then in Texas, besides the Houston division, the Devers division, 
the Orange, the Beaumont. Danbury, Gaarwood., Anahuae, Ri hmond, 
Dayton, all of the divisions having costly, high powered, moder 
facilities 

All this in one cooperative is, of course, only a small fractional view 
of what going on in the Nation on the part of the tax-free 
COOpPe} itive 

So the whole picture of our national economy has radically, funda 


] 


mentally changed since the day the modest and benevolently pre 


came into bemg, 1 ly mal processes 


| development of our economy ona wv 
xd knows how long we wil tinue te n that basis 
I am concerned it is not MT protec 
protected taxpaying private proprietor 
rial ilone. Lhe Government needs it 
vast amounts ind LT mav add nn 
newhere, . 


Nt ~ and more and st more taNe 


/ 


il s il tuxes To cole Prom Are saorbae 
ogo tax-free? Is that to be the line-up / 
Course not, And | don't mean to seem hipert nent mW asking 


It Lt grave question, It now more th nl othe 
tory vitally affects every ith, Woah. al child on the 
1 


} | ] ‘ 
{ ould go without quest on, and | rep it. that the Gover 


st tup every poss ble lect ninte tax Sol ’ hn the country: 
to find or to conce 

} itabl \\ 

worked « 

a tedious 

your task 


every legitin 
ilt es per ul ll 
fr out to him 
ind produce. 
re the opinion that i fair. vs nhs ' ied une 
© of which he is a member would not injuriously aff 
ttle, and at the same time his cooperat Ve would pel 
and patriotic duty by way of paving its just share « 
ts « Ompetlitors and the balance of us in these clays ( 
And [ venture the further opinion that in perfor 
duty the cooperatives as such would not only not 


would continue to prosperously perform ts intel ded fu 


is it may, there is and can be no place in our econo) 
for the tax-exempt business, no matter what it is on 


ny more than he ] il tax dodger 
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I don't think that this can be too emphatically stressed nor too 1 igidly 
enforced, and this, of course, should be made as nearly us humanly 
possible on a tax equality basis. 

Of course, it should be made—and now—a hard and fast rule that 
every one of us eng wed 1) enterprise for profit, or for | living, ho 
matte! what fie ld we labor in or business or prot s10oh we are eng iwed 
in, Shall pay his just share of taxes, on an equality basis as near as 
that can possibly be arrived at. That is nothing but fair and just 
and anything short of that is unfair, unjust, and not sound. 

As long as this is not done the whole structure oft our tax svstem 
Is awry, disjointed, and unfair, and, therefore, wrong and unsound. 

A tax exempt Ol sa roundabout sub icly and evel 1 normal times 
should never be permitted except when and where essential to the 


health of the rene! rr eCCOnOMY, ana In times of emergency 


these not at | le { 1s lnperatively necessary to subs dize a pal 


ticular service In » national interest. 
section LOL of : ternal Revenue Code. I submit. sl 
through with a fine-tooth comb, from beginning to end at 
indirect subsidy by y of tax eXemption weeded out and 
except only In cases of purely nonprofit charitable, eleemosyvnary, 
religious, and educat il institutions and even those where and to the 


extent the conduct a revenue produ ne business or own revenue 
bearing property on the side 

The hour has struck, I submit, for the tax-exempt man or concern 
with an income enyoving the blessings of ow economic system, just the 
Suime as it has strue Tal rit nal tax dodge Wi h means that the 
hour has come fora car complete, dispassio 
mation of our statutes granting these indirect 
exemptions, le ry no loopholes nor room Tol hterpretat 
intended by the 

To me the qu : ) ther this should be done is foreclosed, 
not debatable. nity remaming question is how, and that 
matter of not “ic! ) Nh \ debate either but mostly of work 
work, work for yout e stall of disinterested, impartial, nonpolitical 
experts, 

I beg leave to leave th vou and recommend your perus: 
of letters from ri ¢ friends of mine at Beaumont. on 1 
Comet Rice \} IIs. | lLlarvey Sten ven, president, addressed to 
me, dated Beaumont, . February 9, 1951; one from Beaumont Rice 
Mills. D\ ( Ivde i 131 tis ira, president, addressed Lo me, dated Beau 
niont, Tex... February 15, 1951. 

The Cuairnman. Without objection, that mav be done. 

(The letters referred to follow :) , 


formed in » rice tr » organizations did not 
unti the war turted ! 4] and since that time their 
phe nomena! An ¢ ! ré i tax level proved to le 
eratives needed to exc I tely owned operations 
favored the cooperat ! it they could promise 
price obtainable \ t of an equity in the properti 

d high taxes, on the 
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distinct handicaps to private milling organizations and their progress has beet 
retarded greatly Rice is grown in the four States of Texas, Louisiana, Arkansas 
and California At the present time, the cooperatives control the major portior 
of the production and milling in Arkansas and California and are rapidly gaining 
control in Texas and Louisiana. Supporting brochures indicating this growth are 
attached 

Immense Capital outlays are being made by these cooperatives, and the mone 
for the expansion is being furnished from earnings which have not been taxed and 
from loans from Government agencies rhe plowing back of these earnings int 
lurge processing structures has limited the operations of private mills and if the 
trend continues, all private mills will be eliminated since we do not believe an 
organization can survive when their competitors are not subjected to the ce 
porate tax of 47 percent and possibly an additional levy of 30 percent as an excess 
pront evVy\ 

lo be specific, I will point out the competitive handicap our own compat 
has suffered in the Beanmont area Several vears 


go the Standard Rice Cs 


mill of Houston, Tex., was sold to the American Rice Growers Cooperative Ass 


clation, and this mill immediately increased its total annual milling volume 

threefold Chis conditions was brought about by OPA ceilings which permitt 
the farm organization to get preference on the rice at the ceiling price, since 
private operators could not exceed the established ceilings then in effect Lune ! 
to the economies effected by around-the-clock operations. the cooperative Tl ] 
was able to pay for their mill in 1 year’s operation During this same seasor t 
our mill paid the Federal Government income tax and eXcess-profits tax it ( 
an amount equal to the cost of the cooperative mill At that time, and now ‘ 
we have felt the need for larger and more modern storage facilities; howeve ) 
our tax load and interest requirements have had to come first with us, and we 

have not felt tree to make a huge capital commitment to compete with con ‘ 
petitors who have such a distinet operating advantage over us Hinge concrete ‘ 
rice driers and storage facilities have been erected all over the Rice Belt ii . 
Texas, as Well as in the other rice-producing States, at a cost of some $200,004 t 
to $350,000 each All of these driers have been financed by loans from farn © 
ooperative banks, and are being paid for out of earnings which have not beet I 
subjected to tax ] 

It is obvious that so long as this condition exists the future for stockholde 

In a taxpaying operation is not one to incite great enthusiasn Likewise, the ( 
opportunity for securing added venture capital is severely limited U 


[ want to assure you that I appreciate your interest in this problem, ane 
am sure that your study will convince you that private business is suffer 
an injustice, and that this tax discrimination sl ould be ended I) 


With kindest personal regards 


Sincerely yours 


Pre j i] 
t! 
. ‘ 
BEAUMO Ry Miu 
B } t, Tez., Fel 15, 

Mr. CHAR ; D>. SMITH, a 
> , \ 
scaumont, Lea 

py 
Dear Mk. SMITH Answering your question, * . * in what way agri ty 
tural cooperatives Compete with Beaumont Rice Mills, a Texas private corp. ' 

tion,” Beaumont Rice Mills was organized in 1892 as a partnership; it construc a 

': ° . . i 
and operated the first commercial rice mill in Texas During the first half lt 


more of its 6O years’ existence it fathered the rice-farming industry in the are 
and financed the farmers to enable them to farm rice By 1927 the rice-tarmin: 
and rice-milling industry of Texas had gone through its adolescence and w R 
mature. At that time the agrictultural cooperative, known as American R 
Growers’ Cooperative Association, was organized. It first operated as ax 
for the farmers in selling their rough rice to the mills Chen the coopera 
built or purchased warehouses for storage of rice from the farms. In tl 
10 or 12 years rice harvesting by combines created a need for rice driers, wl 
driers are required to reduce the moisture content of the rough 


ee tha 
harvested by the combine method Many driers are privately owned and set 
the farmers generally Beaumont Rice Mills installes ts first drier in 1h 
or 1923, and later installed four additional driers of larger capacity Phe 
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driers were erected and paid for with private earning 


income tax had been paid, and the net income from the operation of those driers 
is subject to Federal income tax. American Rice Growers’ Association. j he 
last 10 or 12 years, has erected and paid for the mat! ariers ] how Owns a 
operates, paid for them with untaxed earnings. The < peration of these driers 
as tax-exempt institutions is in d rect competition with privately owned. private 
financed driers that are equired to pay income tax « the profits ( hie 
operations “imiiarly, the storage facilities of the COOPETUli Ve e ope 
income-tax free, and therefor: are ublfairly in competition with p ate vne 
and privately operate: e-s age facilities of mills or othe e req ( 
to pay Federal income tax on their net protits 
fhe field of private enterprise that has more recent y been invaded by t ‘ 
taX-exelpt Cooperative ‘ ne and marketing of finished ‘ ! | 
the American Rice Growe1 ‘ooperative Association purchased . 
In the 6 vears f I 143 i449 it built its annua <trib or f nishe 
from nothing to nm ¢ t's f 1,400,000 barrels,” as shown it its pu i 
ror 1 s¢ Who Help themselves his was possible bec ~ he « 
mii v OSITLOI t ( it bY controlling the s Dy ! ct 
hil ities had I x-Ire eurnil j Ty \\ | 
hanes } lp ‘ enterprises This distri tio 0 1 40000 I 
eis In its sixth ve ‘ ne business can be « } ‘ vith the d 
b ! f be Rice Mills that veal rhe American R Gi 
Coop tive Associa ! “ SIXTh vear he mn DUSII s, distribute 
Iiost Sind [ Ines wus 1 ! i lead rice ius Li i I ont Rice M lls il hh that Sill t 
yeur, and Bea mnont Rice \I s had then been the { SlNeSs iu vears 
Those of us who are o enouch we reme bn the flaring public ‘ 
criticism, the legislation d the court ac nh regarding Sts, ine ng s l 
cases as that of Stane d il ¢ the meat packers an in recent years, suc 
‘ SOS is the \ « I’ I} peritions ol I lit ol hose mich « ( ‘ ‘ } I 
tions was fractionally le stating to tl elfare of the Nation ~ e oD 


erations of the coone) 


aecepted Statist I ux-tree operators nelud 





l rr ‘ ) 
percent of eel ‘ ‘ iis Natior 
In the twenty oud VE I ( tive operations of the Amer Rice G t 
Cooperative Associatic ! farmer has received distrib ‘ earnings 
therefore, no income tax has been paid on any of its « her b he 
“member” or by the c rporation, and all net earnings have 0 line 
ditional facili . rake e cooperative an even gf ice to the 
privately owned, taxpaying businesses, over whi: the opm h the gre 
advantage of freedor fro. ome tax, | e sucl I rly nt 
Phe cooper ves ha ‘ pires rhe other business op I 
Nation have een ble e poi f weakness by the Xes st | 
draine f ) ned f eed nd a he 
these pire ¢ ym e gained streng one undred ere 
other bus s opera S pred for additional taxes 
Phere s oO Vv one eg ble thing to do: that is iX the « yh 
Corps ric? I SiilLie I other ordi y« l I lis xed I 
wo not be unre nab I‘) businesses | e had years in wl oO pl 
pare for this eventu fir it long ist awakening of our legislato: 
fo the injustice that is being done to « ery other taxpayer, from the ‘ 
man o1 nan on ‘ oto the great dustrial corps tions I 
q ring these fuXjrivers to 1 \ ore because the ¢ y™ Lives, ure I s 
pay no Federal income tax, generally speaking 
During the first 6 4 S in which the American Rice Growers { ooperative 
ASSO nh was ope : ‘ and paying no income ix, Beau 
Rice Mi paid as 1 \ ercent on its net profits \ 1 
na nte re can } role eres s of such compet I nd every 
en ( fand ( ‘ ire tax-exe | I Xt t 
ropol mately larger 


By Ciypve E. Broussai 


Mr. Smiru. I am grateful for your patience in listening to me. 
The Cuammanx. We are ery much interested iy your statement, 
The re has beer iti id todny ibout the Nat onal | iX Equal t\ 
Associat on. Are vo O ect dw , 


| y> that iSSOCcCTATTON 1! inv way“ 








1310 REVENUE REVISION OF 1951 
Smiru. Not remotely, sir. I never heard of it before a wee 


he CHAIRMAN, You do not know much about ee then. It has bee) 
hela up today as an association adequately financed from considerabk 
contributions from all over the country, and an association devoting 
ts time and efforts to deceiving ai d misleading the people and thereby 
oft course, att Inpting to influence the decision of this committee o 
Congress 
Do vou KON i! vthing about this association ¢ 
Mr. Surru. Not a thing in the world, Mr. Chairman. except tha 
ce I have been here thev have proffered me many accommodation 
none of wl I) l have been able to recep except L plece of typ ne 
| rot nto a yam this morniny. Mir. Combs expla ned to me all ota 


} 


suddet t! | | had to have io ol ] copies of mi statement, | 


aid not have invbods to do it. ne have been off ring? me 
of aid and so forth since I have 
| suppose { s the sine orgvany ition about which vou are t: 
The ¢ HAIRMAN, You do not represent it in any W ly : 
Mr. Smrru. Not at all. [do not represent anybody, Mr. Chairman, 


} 


Deel 


/ 


\IRMAN. Y purpose is to give the committee what vo 
to be Ctl: information on this question of taxation wit! 


this committee is dealing / 


Mir. Smiru. Wholly in the public interest. 

The Cuamman. Mr. Reed. 

Mr. Reep. Mr. Smith, I want to say in all candor that vou have on 
ott ‘finest perso! ilities of any persol who has ippeared here, 

Mr. Sairu. Thank vou very much. 

Mh Re , You have made avery fit t Mi press On. 

[ notice you put your argument on a patriotic level: 

taxed to the limit dum hye this emergency 

hols hould be closed. , 

Mr. Smrru. Yes, sir. 

Mr. Ret I 
Texas / 

Mr. Smiru. Yes, 

Mr. Reep. Are you interested i: 

Mr. Suiru. Yes. sir. I get a few divider 
month. My wife is an oilwoman, really. 

Mr. Reep. Tell us a little about her holdi : thas a] 
g on this question of loopholes. Doe 1 OWN some oil well 
Is that the idea ? 

Mr. Smiru. No. Her father in east Texas. in the great east Tex 
oil fields, owns a thousand acres of land. Oil came in and the childr 


} 


Dent 


get their royalty checks; that is all. 

Mr. Reep. You have oil wells only; is that it ? 

Mir. Sairxu. That is all. 

Understand, we do not own the oil wells. She gets a rovalty chi 
each mo th. , 

Mr. Rerep. Royalties? 

Mr. Siri. Just the royalty checks. She has no oil wells, you unde 
stand, and it is not very substantial. Well, it is rather substant 
from our stal dpoint. We are poor people. 
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Mr. Smirnu. What is that, sir? 

Mr. Reep. I say, you think we ought to tax them even if it puts « 
thousand of them out of the oil-producing business ¢ 

Mr. Smiru. No; I don’t believe that the Government ought to put 
anybody out of business. 

Mr. Reep. Well, you would think that a 2714-percent depletion 
allowance will keep them running and producing oil in a great eme 
gency, and you would think that is a pretty good thing, would you 
not ¢ 

Mr. Smiru. Yes. If I were sitting in your chair, if I was a Membe: 
of Congress, I would give very serious consideration to that questio! 
before I cut off any of that depletion allowance. 

Mr. Reep. That is the reason why I am so ardently in favor of not 
taxing the farm cooperatives. 

Thank you very much. 

Mr. Mason. Mr. Chairman. 

The Cuarrman. Mr. Mason. 

Mr. Mason. Mr. Smith, I am really delighted and surprised at the 
excellent job you have done of analyzing the problem before th 
committee. 

Mr. Smirn. Thank you, sir. 

Mr M \SON,. | think you have clo! Pe one of the best jobs that we have 
had done mn the 4 years that | have been on this committee. You 
have analyzed if very thoroughly and you have backed up you 
analysis and general statement with an excellent example of ho 
these small, simple farm co Ops have growh up into these treme) 
dously large and dangerously threatening organizations that we no 
call co-ops, dangerous in the sense that they are threatening o 
economy l am delighted ana pleased with your testimony. Tha 
you. 

Phat is all, Mr. Chairman. 

Mr. Comes. Mr. Chairman. 

Phe Cuarrman. Mr. Combs. 

Mr. Comps. Mr. Smith, I have known you a long time, and I ki 
vou are very sincere in everything vou say. 

' Mr. Smrru. I want protection, Mr. Chairman, now. 

The CratrrMan,. I think so fai you have done a good job of tak 
care of yourself. 

Mr. Comps. Having been in the courtroom many times with M 
Smith, although sometimes on the cther side of the table from 
I am sure he needs no protection. 

Mr. Smith, while we are on this question concerning the oil de) 
tion allowance, the fundamental prin iple involved 

Mr. Samira. Mr. Combs, if you will move just a little farther fre 
your mi rophone, | believe ] will be able to hear you better. 

Mr. Comes. Now, you indicated in your answer that it was a qui 
tion of the amount. I am there talking about the oil depletion 
lowance. 

Mr. Smirn. Yes. I think it is necessary. 

Mr. Comns. If you have checked into that quest ion—and I jud 
from what you Say that you have had some oceasion to do so 
are familiar with the fact that the problem of determining what 
profit of an oil company confronted the Congress the ver\ 
time oil « ompanies were taxed. In other words, their production l 
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over a period of years. It often is 2 question whether they will ever 
get back the investment on the cost of exploration and all of that type 
of thing. So it is most difficult to determine what is taxable profit, 
and that is one basis for the depletion allowance. 

Another is that it is out of these accumulations that these risks, 
such as that you have referred to in the case of your friend, are 
taken, and it is out of those funds that these vastly expensive and 
risky exploration operations are carried on. Do you recognize that ‘ 

Mr. Smirn. Yes. 

Mr. Comps. Now, going back to the co op proposition, do you lot 
see that when we undertake to devise a tax for these various types of 
organizations—and there are many plans of organization and opera- 
tion of mutuals and co-ops—the committee is confronted with a tremen- 
dously difficult task in determining what part of the income, if any, 
is the sort of profit that is taxable under any ordinary rules of judg- 
ing what profit is. You recognize that we have that difficulty, do 
you not ¢ 

Mr. Smiru. Yes. The committee has a tremendous job here, I 
know ; and, as I said in my statement, I have been inspired by the way 
they are approaching the problem. 

Mr. Comps. In other words, if any business concern, whether it be a 
corporation or a cooperative, does not, in fact, have what is a profit, 
then it should not be taxed; no organization should be taxed except 
on its profits ¢ 

Mr. Smirnu. Yes; that is true. 

Mr. Comps. That is true, is it not ? 

Mr. Smiru. Yes. 

Mr. ComMBS. Now, then. many cooperatives are not operated for 
profit, and some corporations are not operated for profit. That is 
true, is it not ¢ 

Mr. Smiru. Well, I hesitate to agree with the first half of your 
statement, 

Mr. Comrs. What I mean is that many times cooperatives are not 
operated on the basis of accumulating a profit for the organization as 
such. That is true, is it not ? 

Mr. SmirH. That was the contemplation of the law and the reason 
for the benevolent protection extended to it. Sut. Mr. ( ‘ombs, it is in 
disputable, sir, that throughout this country the tax-exemption of the 
cooperatives has been frightfully abused, to put it mildly. 

Mr. Comps. But, in any case, you recognize that when we attempt 
to establish a formula for taxing farmer cooperatives on the basis of 
what may be a profit, great care has to be exercised to determine what 
can be classed as profit. 

Mr. Smirn. That is a difficult question, but one which your experts 
would be qualified to work out. 

Mr. Comes. That arises in many situations. For example, this 
committee and the Congress, back in 1941 or 1942. devised a formula 
for taxing life-insurance companies which seemed to work very well 
for a few years. Then by 1947 the formula had resulted in large 
insurance companies not paying a dime of taxes because the formula 
didn't fit and because of the difficulty in determining what is a reserve 
forthe pohievholdet and what isa profit. 

In other words, the job facing us is a tremendous one in figuring 
out how to apply a formula toa given situation: and there is no field, 
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tooth comb and take out of it every indirect subsidy by way of a tax 
exemption except only in the cases of purely nonprofit, charitable, 
eleemosynary, religious, and educational institutions. 

From that recommendation, I take it that you do not think the 
farm marketing co-op should have any exemption left to it under 
section 1014 

Mr. Smiru. You might find some, you know, that are performing 
actually the functions and not going into their field any further thar 
originally intended when the exemption was established. 

Mr. Marrin. To that extent, then, this statement of yours which | 
have just quoted can be modified ? 

Mr. Smiru. It should really be qualified, and I wish that thought 
had come to me as I certainly would have put that in there. 

Mr. Martin. Iam glad to have that modification in your statement. 

Your des ription of the rice co op in the southland leads me to ask 
this question. Do you think that their bigness today is largely because 
of their tax exemption ¢ 

Mr. Sarria. Oh, I think immeasurably so. It contributes to that 
success. They are seriously endangering other taxpaying mstitu 


tions, and some of them are goin to go out of business or will have 


to join them. They are buying up sources of taxation for the 


Government. 

Mr. MARTIN. Have they expended any in the last 6 months? 

Mr. Svrriuc. Well, I couldn't tell you. There are these two corpora 
trons, I m oht he able to find that for you. 

Mr. Martin. Do not take the committee’s time. I will be glad t 
have you supply that information later. 

Mr. Svrrrnu. If IT ean provide it. [T will be happy to do so. “Thi 
question whether or not the have expanded any in the last 6 
months / 

Mr. Martin. Yes 

Vir. Suri. I in't tell vou just how, 

Mr. Marrixn. When did the largest part of that expansion tak 
pia 

Mr. Smiru. Since 1927. Of course, they have been ballooning 


/ 
ce 


the last ri years, 

Mr. Marrin. 7 hen a considerable part of it took pla e after Wor! 
War I] had started ? 

Mr. Sairnu. I should say in the last 10 years, and increasingly 
You see, they absorbed these two ‘Texas COl porations in the last cou] 
of years, and maybe in the last 18 months. That may have tak 
place in 1949, but I would not undertake to say so. 

Mr. Martin. You see, part of our job here on this committee is | 
try to find out what caused the situation about which you are com 
plaining. It is part of our job. Your complaint is as to the s 
of this company, and you are complaining about the exemption fror 
taxes as it applies tothem. That leads me to ask this question: W 
vou state whether or not you think the exemption from the tax 
the cause of the abnormal or inordinate growth of this company ¢ 

Mr. Smiru. Let me, please, sir, qualify your statement there. 
don't complain of the American right to form associations. I do 
object to 1ts siZe. I don’t object to its ramifications. But | 
objecting, as an American citizen, to the exemption from taxes. The 
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are on a gravy train, and other people in the same business can t get 
on that train, and they are suffering very seriously. 

But let me, please, go back and emphasize my statement that with 
me it isn’t a question of co-ops versus private proprietors. It is a ques- 
(ion of taxation only. 

Mr. Martin. That is what I got from your statement. 

Mr. Smirnu. Yes, sir. 

Mr. Martin. It is just a question of taxation. If you let that be 
the only question, then we would have to do away with the depletion 
allowance, wouldn’t we? You would not want us to do that? 

Mr. Smiru. I didn’t get that last question. 

Mr. Martin. If it is just a question of taxation, then I suppose we 
\ ill he led to dispense WW ith all of the depletion allowance on the same 
eround. 

Mr. Sairnu. I didn’t get that last word. 

Mr. Martin. I refer to the 2714 percent oil depletion allowance. 

Mr. Sairu. I don’t think that applies. I don’t believe so. You 
don’t want to tax anybody out of business. 

Mr. Marrin. I have called these points to your attention because 
1 think we have to give consideration to some other factor besides 
purely the revenue producing factor. 

Mr. Smiru. Certainly. 

Mr. Martin. If you will grant that. I think we should give some 
consideration to the effect of the elimination of the section 101 pro- 
vision in its entirety as it apphes to farm marketing co-ops because 
there are other factors 1 volved there. 

Mr. Sarru. Oh, ves. 

Mr. Martin. Besides just revenue. 

Mr. Smiru. Sure, and you may not get a dime of taxes. There are 
probably corporations that you might not get a dime of taxes from. 
Their set-up and what they make will determine that. Mr. Combs 


spoke of the formula and of your great task, and it is a great task and 


i tedious one, too. 
Mr. MaArrin. From your statement I rot two ol three sitieee pomts, 


One is that we are looking for revenue, and that is one objective. J] 
think there are other factors involved and I, for one, do not want 
[oO place it on the flat basis of revenue with the total turning aside of 
ther factors such as the factors I know brought this section 101 into 
Dery Those factors are still] in there. 

It is true that in the war market, both in rice and in Iowa farm 
products, the farmers were not quite as dependent on section 101 as 
they have been in nonwar years. It is my hope that we can return to 
eacetime again soon and I know, from my observation of farm mar- 
ceting, that if farm marketing cooperatives should pass out of exist 
nce our farmers could still be very much hurt by the manipulated 
easonal pricing of farm products. That was the factor primarily that 
rought the co ops into existence with the section 101 consideration in 
the first place in my section. The same thing apples to rice and other 
rops in other parts of the country. 

I know that the pri eof rice wasa little bit shaky last s immer before 
he Korean War broke out, and I know that it had a sudden boom 
fter the Korean War started. I know that the demand for riceland 
lown in Texas was in quite a different situation after the Korean War 


t irted. 
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Mr. Byrnes. In view of that I wonder how they can qualify under 
section 101 (12). 

Mr. Surry. That isa vast concern. It is because of their largeness. 
They cover the entire Louisiana-Texas Rice Belt. 

Mr. Byrnes. Well, that would not make any difference as regards 
this question of whether they qualified. How big they are would not 
make any difference. They could be an enormous operation and not 
qualify, or they could be just a little operation and not qualify, or 
Vice versa. 

Mr. Smiru. Yes; that is right. 

Mr. Byrnes. My question is directed toward their qualification 
under the exemption contained in the code. It would seem to me that 
some of the information you have been given and which you have in 
turn given the committee would tend to show that they do not qualify 
under 101 (12) because their business is not confined exclusively to 
members. 

Mr. Smiru. Itisn't. That is my definite information. 

Mr. Byrnes. That is all, Mr. Chairman. 

Mr. Smiru. Of course, a whole lot of this is hearsay, you know. 

Mr. Byrnes. I do have one more question. 

Mr. Smiru. And you have to trust sources of information, you 
know. Personally, I do not know. , 

Mr. Byrnes. You are testifying, though: and your position is based 
not necessarily, then, on what the situation actually is; it is based on 
what you understand the situation to be. 

Mr. Smiru. Yes; on my information, in which I thoroughly believe. 

Mr. Byrnes. Yes: I certainly would understand that you have 
confidence in the sources of your information. 

Mr. Smirnu. That is right. 

Mr. Byrnes. I did not quite understand, from the early part of the 
questioning exactly in what capacity you appear. You stated that you 
appear asan individual. Do you also appear as an attorney represent 
ing the three rice mills in Beaumont ? 

Mr. Smirn. Yes. Asa lawyer, I represent them. 

Mr. Byrnes. Would you mind giving the committee the names of 
those rice mills? 

Mr. SMITH. I \ il] be very olad to. They are the Ty viell Rice M 1] 
ne Co., the Comet Rice Mills l organized that mill, a New York 
concern took it over, you know—and the Beaumont Rice Mills. Those 
are the three mills. 

Mr. Byrnes. Are you acquainted with whether or not the al 
contributors to the National Tax Equality Association ? 

Mr. Saurrnu. I have not the remotest idea about that. 

Mr. Byrnes. That is all, Mr. Chairman. 

Mr. Ersernuarter. Mr. Chairman. 

The Cuatmman. Mr. Eberharter. 

Mr. Eseruarrer. Mr. Smith, if this present 2714 percent allowanc: 
for depletion was reduced or elimianted, that would have the effect « 
reducing royalties and dividends to the stockholders, would it not ’ 

Mr. SurrxH. Oh, ves; to the stockholders, and to the owners of thy 
well and to the rovalty owners as well. 

Mr. Exernarrer. The royalty owners would be subject to perhay 
less or lower dividends in amount ? 
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Mr. SMITH. Well, yes. The dividends to stockholders would neces- 
esarily have to be affected, be reduced, and so would the checks 
royalty payments. 

Mr. Esernartrer. And there are many, many thousands of these 
royalty recipients, are there not? 

Mr. Smiru. Oh, yes; there are vast numbers of them, especially 1 
Texas, as you know. The East Texas oilfields cover an immense terri- 
tory. Each little Negro who owned his 10-acre plot with a cabin on it, 
when an oil well came in, began to receive royalties. 

Mr. Eseruarter. And all of these people receiving incomes from oil 
stocks are most anxious for this 2714 percent depletion allowance to 
be continued, are they not ¢ 

Mr. Smirn. Lamsorry. I did not hear you. Will you repeat that, 
please ¢ 

Mr. Esvernarter. All of these thousands and thousands of persons 
holding oll stoc ks and expecting to receive dividends and rovalties 
are naturally interested in having that 2714 percent depletion allow 
ance continued, are they not / 

Mr. Smiru. Well, I would imagine so. Iam not in a position hardly 
to speculate on how a stockholder of a ¢ orporation, we will Say, like the 
Humble Oil Co. or Sun or Texas or Gulf would feel about that. I 
don't know how the stockholders would be affected. I am just unable 
tosay. However, the royalty owner will be affected. 

Mr. Evernarrer. The royalty owner will probably receive a lowe: 
royalty if this depletion allowance were reduced or eliminated 

Mr. SMITH. They are bound to because that would affect the tax 
return very substantially. 

Mr. Esernarter. Thank you very much. That is all, Mr. Chain 
man. 

Mr. Smirn. Will you permit me to make the following remarks 
there, sir: I would emphasize that the principle or policy or whatever 
you want to call it, of the depletion allowance is, in my judgment. 
absolutely necessary. It is not only sound, but it is necessary unless 
you want to stifle the oil business. You would simply stop the ex 
ploration for oil. Now, the question is one of amount. 

Mr. Esernarter. Following that principle through, there are per 
haps 15 or 20 items that are getting special exe + oage and that list 
will probably be increasing from year to year if we go on the same 
principle. We might finally go on the are abe oP ‘that any person 
starting a new business should not be taxed so as to encourage new 
business and encourage expansion, the policy being that they should 
not be taxed on their profits. We would then be getting away from 
the principle of taxing profits in order to adopt the principle of 
encouraging, Insofar as not only oil is concerned but every other 
mineral, ferrous and nonferrous, development, and we could go a little 
further and exempt any manufacturing companys because it supplies 
a much-needed material for public consumption. 

If we are going to do that, it just occurs to me that it m: L\ be that 
we are going to the proposition of socialism in the form of extending 
special tax exemptions for general welfare purposes. That is what I 
am afraid of: and I have no desire, of course. Mr. Smith. to argue 
the point with you. I just want to put that thought before you. You 
can go too far in these exemptions. 
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He concluded with the statement that “non-income-tax-paying businesses and 
institutions now own about 30 percent of the wealth of this Nation. This is not 
a matter of interest just to rice millers. The public will have to pay more taxes 
if these unnecessary and unjust tax-free privileges are continued.” 


The CHAIRMAN. Our next witness is Mr. Walter R. Scott. of Kansas 
City, Mo., representing the Grain and Feed Dealers National Associ 
ation. 


STATEMENT OF WALTER R. SCOTT, KANSAS CITY, MO., REPRESENT- 
ING THE GRAIN AND FEED DEALERS NATIONAL ASSOCIATION 


The Cuarman. Mr. Scott, will you give your name to the stenog 
rapher and the capacity in which you appear ? 

Mr. Scorr. My name is Walter R. Scott, of Kansas City, Mo., and 
I am here as a member of the tax committee of the Grain and Feed 
Dealers National Association. 

The Cuairman. About how much time do you need for your main 
statement, Mr. Scott ? . , , 

Mr. Scorr. A Sout 20 minutes, Mr. Chairman. 

The Cuamrman. All right, will you proceed, please. 

Mr. Scorr. The Grain and Feed Dealers National Association. 
organized 54 years ago, now has a membership of some 1,500, and 
through affiliated organizations speaks for a total of 12,000 dealers 
in grain located in 46 of the 48 States of the Union. The association 
by no means represents so-called big business, although a few of its 
members owl and operate large mulls ana terminal facilities. The 
issSoclaitiol > proud of the fact that it speaks almost entirely for the 


little fellow in the grain business. 
kor several vears, In its annual conventions, the asso lation ha 
resolution calling for the equality of taxatio 


rdopted each year. a 4 
het ween proprietary anda cooperative corporations, Its most recent 
resolution. adopted in 1950, repeats this recommendation in the fol 
lowing language: 


TAXATION OF COOPERATIVE ASSOCTATIONS 


Res on of the Grain and Feed Dealers National Association adopted S 
“7, 1950, national convention, Kansas City, Mo 
Che long-standing position of this association in favor of equalization of ta 
n is hereby reaffirmed There is no good reason why two firms doing tl 
same kind of business with the same kind of facilities should not pay Fede 
neome taxes or the same basis upon all of their profits, regardless of meth 
distribution Yet, some cooperative corporations admittedly enjoy a unig 
tax exemption privilege which, in a field as highly competitive as is the gra 
business, is translated into a tremendous business advantage But the highe 


again widen the disadvantage between these two classes of busines 


tuxes will 
‘rious to the small grain and feed firms in our industry, and 


which is very sé 
oving to be ruinous competition 
The fact that many cooperative leaders, including some of our own memb« 
dvocate the equalization of this advantage is sufficient evidence of the ess¢ 
tial fairness of our request that the tax inequities be eliminated once and 
ill It is certainly not an unreasonable or an unfair request to ask that 
eratives pay taxes upon their profits. Cooperatives enjoy the benefits of 
Government and our national defense and should contribute to the cost in 
same manner as to their private competitors. Any interpretation of this as 
inti-co-op” stand must be regarded as an effort to convert the issue into sol 
thing more than it is—simply a demand for fair play and equal rules for all 


I 
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Che purpose of our association in making this appearance before 
your committee is to point out a source of additional income through 
plugging tax loopholes enjoyed by certain corporations in the grain 
business. Although they are doing a huge volume of business and 
making very substantial profits, they still make little or no pay- 
ment of tax to the Federal ‘Treasury. Unless these loopholes are 
plugged, a larger and larger percent of grain trade corporations will 
be in this class, their operations will continue to expand, and the loss 
to the Treasury will be correspondingly greater. 

In 1947 and again in 1950, testimony was presented to your com- 
mittee on behalf of the Grain and Feed Dealers National Associa- 
tion. It was shown that cooperative associations buying and selling 
oTrain have made tremendous srowth, especially since 1940 when 
tax rises were put into effect to pay for World War LI. It was shown 
that they have large taxable income, both at the local level and at 
the level of the big terminal operators, and can pay the same Fed- 
eral income tax their competitors pay without in any wise impair- 
ing their usefulness. 

In the grain trade there are two kinds of dealers who operate grain- 
handling facilities: (1) Country elevator dealers, located in grain- 
producing areas, who buy grain in truck lots from farmers, and (2) 
terminal elevator operators, located at the larger centers, who pur- 
chase erain in carlots from the country elevator operators. Coop- 
erative associations follow the same pattern, with 2.192 of former 
class and 20 of the latter. 

In 1939-40. according to statistics of the Farm Credit Administra- 
tion, there were 2.412 local grain cooperatives with 365,000 members, 
doing an annual volume of $390,000,000. In 1948-49, consolida 
tions had reduced the number of local cooperative associations to 
2,192, but membership had increased to 740,000, and the volume of 
business had increased nearly six times—to a total of S2.266,000,000, 

The erowth of the cooperative terminal elevators has been even 
more spectacular. In 193940, when the Farm Credit Administra- 
tion studies 17 of these terminal co-ops, they had assets of $8,540,000, 
and the net worth of member equities, which may be used as an indi 
cator of profits, amounted to $3.397.000. But by 1948-49, the same 
17 terminal co ops had increased their assets more than 8 times to 
a total of S67284.000, and net worth had grown to $42,002,000. 

This great growth has largely come from the tax money grain cooper- 
atives saved through escaping all, or practically all, income taxes, and 
the div idend money saved by distributing paper of one kind or another 
to patrons while keeping the cash. They have ploughed back these 
so-called savings in the building of new facilities or buying up the 
facilities of taxpaying competitors and thus freeing the future earn- 
ings of these facilities from income taxes. 

| W ish to speak particularly of the country elevator operators, W ho 
constitute the great bulk of of the membership of our association. 
lor the most part this is dist inctly small business. 

To illustrate this type of operation I refer to an instance within my 
own knowledge, and which I regard as being fairly typical. This firm 
made a net profit last year of $13,942, on which it paid an income tax 
of $3,206. At the same shipping point is a cooperative elevator of 
much larger capacity, competing for the same grain, which paid no 
income tax, 








I would like to say there that the capacity of the elevator of w! 
I speak AUN bus CIs. Phe petting cooperat ve elevator at th: 
pomt n BLE Se ad a capacitv of 2oOo0 bushels, lis present Capacity 
OO bushels, a growth from 20.000 to 500,000 within a Tew vear: 
| s the tvpieal situation that | int to stress. The grain bus 
‘ G \ nipetitive. \t some po ts there are cooperative eleva 
rs only » private dealer being able to compete. Generally spea 
ne, ! ( Operative elk ors a i» ite elevators loom pa 
five ! oY pont oitel t astiort aistaunce of each oti 
Chere no difference in the methods followed by the two competitors 
ind b ‘ ! 1 COMMMOTL Tiarive Phe private Operation, however, 
{ pava bstantial im ome tax wh le the coopet itive s tax-free. 
I mav say that the common practice in the grain-producing territor 
es is Te ! the elevators at aeoiven si pping pornt to! ive the same 
ce at the same time. In fact, each of them maintains a bulletin 
board on wl they post the day's prices. So the price paid for the 
writ by either kind of operatiol s the same They ell in the open 
market and vet the same tern inal price 
Chis disparity, striking as it has been now becomes a most seriou 
matter with the mereased tax rates of the present law and the proba 
| ty of still higher rates in the near future. 


I should like to mention a few of the elementary economic facts of 


the grain trade. The first fact is that ownership and operation of 
grain elevators Involves a very substantial capital investment. Mr. 
Phatcher said at the 1947 hear nos before your committee that it costs 


] 


about a dollar per bushel capacity to build a country elevator and 
that substant tl capital is needed to buy eran. 

Phe second fact is that ownership rnd Operator of gral elevators 
sat times a somewhat hazardous business. For example, as Mr. 
| hatcher test hed, the old larmers | Hilal Ten inal Association lost 
illofits capital. The ownership and operation may prove profitable. 
In testifying about the GTA facility at Superior, Wis., he said, “it 


proved to bea very, very profitable venture.” 

Thethu | fact isthat the grain trade sh vhily cohipet tive in normal 
Cilnes Mir | mtehe referred to the fact th il his corporat on, Karn 
ers Union Grain Terminal Association, is in conipetition WwW th many 


“private proht inst tutions.” presumably refer? ne to other corpor 
The fourth fact is that no one would risk his capital by investing 
orain elevator except for the hope of dei Ving a profit thereby. 
Kexcept for the profit incentive we would have no free enterprise. 
Phe fifth fact that | want to emphasize is that ownership of grain 
trade facilities and of the grain bought and sold must be in natural 
persons or in an artificial entity called a corporation. 


I ha 


There are advantages and disadvantages in direct personal ownet 
ship and i corporate ownership. Phe disadvantages of direct ow) 
ership by an individual or by individuals acting as partners on joint 
ventures is very considerable. IT shall mention only one—unlimited 
personal liability for discharging all obligations ineurred in t 
business. 

\ very large portion of grain-trade facilities is owned and business 
is done by corporations. ( orporate ownership and operation Is a cit 
vice by which gain can be realized from an individual’s risk capita 
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| j ( } ol i 1 re ertoanre These 
L) Complete exemy hoof certan ») ves Tre { } rhe 
if Income taxes pro lL by section 10 IZ) of the Internal Reve 
Code: and 
2) Exclusion of patronage dividends from the gross income of 
othe cooperatives, ommonty called nonex ‘ripe ooperatives, as the 
result of Treasury rulings. 
About half of the grau marketing cooperatives are in one class and 


the remainder in the other. The former pav no income taxes, and 


the latter pay virtually nothing. 
Wea k that both thes conditions be corrected, Mur contentio 


that there s ne essential difference. fo. tax purposes, bet weer id Corl 


poration organized a OOperatlVve assoe itioh al a the ordinary ly - 
hess COrpol itions. Wi ( || ittention to the follow ! 


Yr Considerations - 
(1) Both type of corporation takes title to the era n they take 


pay the prevailing market price for it, and deal with it as their ow) 


(2) In both cases the parties utilize the corporate form because it 


sto their advantage to do so. 


You | ive been presented \\ th the issue of double taxation—that s. 
that thre corporation pavs al nceome tax on its earnings and then 
members receiving a share of its earnings likewise pay an income tax 


on the money received You committee has from time to time heard 
the suggestion that such double taxation should be abolished and cor 
porations treate das nontaxable conduits of profits distributed to mien 
bers, Phat isa beaut ful theory a thing we should all no doubt like. 

It would, of course, get away from the present inequality by freeing 
ill business corporatlol s Trom income tax, so those presently free 
would enjoy ho advant ive taXxWise ovel those who miust bear the pre 
~t ntly Tree ndous tax load miposed on tune dl Col porations. However. 
no one can seriously propose such a solution in the light of the present 
emergency, ‘| herefore, since corporations must be taxed, the low al 
thing to do isto bring the ooperative corporations into line for similar 
taxation, 

The « ooperatives, in answel to the demand for equality of treatment, 
advance various theories to differentiate their operations from the 
usual corporate forms. We do not detail them as we know the Com 


} 


mittee is fully informed concerning them. Suffice it to Say that they 


are not of compelling leg il effect. The disposition of th S question 
is purely one of policy for the Congress to determine. 
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Today we cannot seriously consider tax theories which would 
duce taxes, but must consider only measures to increase taxes and to 
equalize this increased burden. The need for additional revenue is 
so grave that it is foolishness, if not worse than foolishness, to suggest 
giving up the corporate income tax. Instead, a further sharp in 
crease In Corpor ate income taxes and pe ‘rsonal income taxes to meet 
the serious emergency confronting the country seems inevitable. We 
must consider these corpor: ate tux loopholes without diverting the 
issue by any discussion of “double taxation. 

As I have previously mentioned, all business corporations, regard 
less of how they distribute their income, own and operate facilities. 
make contracts, assume risks, bear losses, and end up the year with 
a loss or a net income—whether this income is called a margin, a 
saving, or what not. Some corporations make contractual commit 
ments to distribute some of their earnings. This may be a commit 
ment, for example, to pay preferred-stock dividends or it may le 
to pay patronage dividends. All such commitments have one thing 
1 common they are conditioned upon there being earnings and are 
limited to such earnings—they are, in fact, contracts to distribut« 
profits. If these contracts were both construed as making the earn 
ings contracted away not subject to corporate income tax, our co! 
porate income taxes would quickly drop to negligible amounts. ‘Thi 
Treasury, however, and following Treasury, the courts have followed 
this theory in the case of patronage div idends—so co-op corporatio 
taxes are negligible. ‘This and the specific exemption of certai: 
cooperatives are the loopholes we urge your committee to close. 

No question of ability to pay taxes is involved. The Farme 
Union Grain Terminal Association of St. Paul, for example, boasting 
a net worth of more than $19,000,000, has shown steadily increasing 
profits, so-called, during the past decade of no taxes, and it has plowed 
these profits back into the business each and every vear. Forme) 
independent businesses have been absorbed and paid for ata speed 
which would not be possible to any corporation that had to pay taxes 
Subsidiary business—for instance, coal and lumber yards—have bee 
purchased. And the patronage dividends that are paid per bush« 
of grain represent profits coming not only from the grain busin 
itself but also from these outside activities. 

The Union Equity Cooperative Exchange of Enid, Okla., offe: 
another case in point. Union Equity has grown from a little o 
wooden house with which it started business about 1926 to the bigger 
terminal grain capacity there is in the United States—and its growt 
like that of the Grain Terminal Association of St. Paul, has resulte: 
from the retention of untaxed earnings and the payment of patronag: 
dividends in scrip or stock. 

The exemption from taxation enjoyed by the cooperatives is suy 
posed to be for the benefit of the farmer, but I do not believe thi 
the average farmer who patronizes them expects or desires to | 
treated differently from other citizens. From my observation, | 
would say that he is a patriotic and fair-minded man, who und 
stands his country’s needs, and is willing to assume his share of t 
burden of government and national defense. 

We come, in this year 1951, to consider this problem in the light « 
new conditions, which have a profound bearing upon the questior 
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involved. We have come a long way from the original notion of a 
cooperative, and what may have been reasonable at one time can no 
longer be justified. 

Originally, the idea of cooperation was a local organization of 
neighborhood farmers associated together to market their produce for 
mutual advantage. It was simply the agent of those farmers: its acts 
were their acts and its income was their income. But that simple 
philosophy is hardly applicable to the kind of cooperative enterprise 
we have today, operated as a business corporation by officers and 
cirectors. It cannot be regarded as the mere agent of the farme}! 
members. It is a buying and selling organization, often with millions 
of dollars of assets and earning very large profits. 

Qur country confronts a most serious emergency. The national 
defense, a paramount consideration, demands expenditures the like 
of which we have never even visualized before. To support this effort 
taxes are demanded of astronomical] proportions. Rich as this COUNTEY 
is, the bottom of the tax barrel must be scraped. It is unthinkable that 
Dbusihess enterprises, regardless of their form. be allowed to dodge 
their share of this burden. 

The President has po nted up the s tuation. In his tax messave To 
the Congress of February ”? he touched upon the morality involved in 
the issue of taxing cooperative associations when he referred to closing 
loopholes in existing tax laws and requested the Congress to review 
the tax status of organizations now exempt under present law. The 
President said: 

I do not believe a fo us, in good conscience, ¢ take ae 


raxes on the that \ h: Vile ind two eh dren who ea ns Mila week 


am now recommending—without at the same time taking act 
glaring inequities in present law—some of which permit 
mes as much income to avoid paying any taxes at all 
And in his statement before this committee on Feb 
retary of the Treasury Snyder said: 


Those who bear heavy tax burdens are entitled the assur 
will not be yp rmitted to avoid them 

To the extent that collective selling results in larger heome to patrons oT 
members these savings enter into their taxable income as individuals. However, 
funds which are not returnable to members of these mutual enterprises are 
iVailable tax-free for eXpansion in competition with other taxable businesses 
We should seek to apply the corporation tax to such retained funds. This would 


not impair the ability of cooperatives to perform their traditional functions 


We are not presenting this matter out of any feelings of hostility to- 
ward cooperatives, We recognize the right of any group of persons 
to enter the grain business. No one can deny the right of farmer 


producers of farm crops to cooperate for the sake of obtaining a 
profitable return for their individual and collective efforts and invest- 
ments of money and labor in the production of their respective indi- 
But when farmer cooperators organize to sell farm 


vidual incomes, 
products and then go beyond this legitimate field to compete with non- 
farmer cooperators; that is, investors in taxable proprietary enter- 
prises, they should shoulder the same tax responsibilities. They have, 
in truth, become corporate investors of risk capital in enterprises only 
remotely connected with production of farm products. 

We respectfully urge upon the committee that the unjust diserimi 
nations I have referred to be corrected as soon as possible, with benefit 
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d their share of the 
© you, Mr. Chairman. 
CHAIRMAN. Are there am 
If not, Mr. Scott, we thank you | 
very splendid statement. 
Mi SCOTT, Phank you. 
Phe CHairmMan. Our next witness is Mr. James Kile. representing 
the Ohio Associated Businessmen, Inc... Plain City, Ohio. 
Mr. Kile, will you please give your name and address to the stenogra 


mira 


pher and the capacity in which you appear ¢ 


STATEMENT OF JAMES KILE, KILEVILLE, OHIO, REPRESENTING 
OHIO ASSOCIATED BUSINESSMEN, INC., PLAIN CITY, OHIO 


Mr. KLE. lam James Kile. Kileville. Ohio: T am appearing her 
on behalf of the Ohio Associated Businessmen, Ine. 

The CHatrrMaNn. About how much time w ill vou require ¢ 

Mr. Kine. Lean read my statement in 12!] minutes. 

The CHatreman. Twelve and a half? 

Mr. Kine. Yes, sir. 

Phe CHamman. Will you proceed, please / 

Mr. Kine. T am James Kile, manager of Fred Kile & Son. Ine.. a 
country elevator business at Kileville, Ohio | appear before vou 
committee both on my own personal account and as the representa 
tive of ( Yhio Assoc ated Businessme! : 

What I have to tell you, in proposing a Way to Increase tax reve 
nues, is In large measure based on personal experience, but I believe 
IS Important to your consideration because it is similar in so many 
Wavs to the experience ot thousands of other young men who have had 
tor 5 vears in business since the end of World War IT and now face 
the prospect of having to lose their businesses and go back into mil 
tary service 

| served HY, years 1n World War II, 27 months of that time ove 
seas. Iam now a captain in the Reserves, Field Artillery: inactive at 
present, but subject to recall for the next § vears. [Tam 55 years old: 
the ave limit for captains inthe Field Artillery is4l. 

I had become active in the grain elevator business at Kilesville be 
fore | went into service in World War II. During my absence my 
father carried on the full duties of management and operation, but 
the Bureau of Internal Revenue still billed me for my share of t) 
earnings of the company and when I returned from overseas T found 
that T had an accumulated tax liability amounting to $38,600. 

That was all right. The money had been earned; I was quite willing 
to pay But what galled me was the fact that during the time I was 
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any payment of income tax on the million-dollar profit, because nm 
such tax is paid. Yet a competing corporation making the sam: 
amount of profit would be paying into the Treasury the not unsubstan 
tial sum of half a million dollars in Federal income tax at the preset 
rate, 

You should note, gentlemen of the committee, that the Ohio Farn 
Bureau Co-op is paying its current patronage dividends to farm 
members in stock. That is the common practice, of course, of co 
operatives which are in the process of expansion. The farmer r 
cipient is supposed to pay indi idual income tax on any receipts, i 
cluding stock, scrip, or mere book allocations from the co-op—and 
withholding tax of 10 percent was proposed a year ago and is aga 
urged by the Treasury as a means of finding where patronage dividen 
money goes—so that some 830,000,000 of unpaid taxes may be co 
lected. But just how much is the stock worth which is sent to a farm 
in lieu of cash? Let me tell for the record one farmer’s recent ex 
perience with stock of this kind—a story that he has already report: 
to vour chairman and has given me permission to repeat at this tims 

Mr. E.R. Kuck is the proprietor of Brookside Farms, at New Knox 
ville, Ohio. Through his purchase of some merchandise from t} 
Auglaise County Farm Bureau Co-op—an aftiliate of the Ohio Fan 
Bureau Federation Co-op—he found himself an involuntary memb« 
of the organization. His purchases eventually resulted in the pay 
ment to him of patronage dividends in stock to the amount of $240. 

Karly in this year, Mr. Kuck offered his $240 in stock to the count 
farm bureau co-op in payment of a $240 account. His offer wa 
summarily refused and he was given to understand that no cas 
value attached to the stock which had been paid to him. 

Thereupor . he demanded redemption of the S240 of stock, quot ins 
the bylaws of the association which say “such patronage refunds sha 
at all times be the property of the patrons and not the property 0 
savings of this ASSO lation or its members or its shareholders as suc! 

“On this basis.” Mr. Kuck wrote the manager of the co op, “I stat 
again: pay me those refunds.” He went on to Say: 

I have never willingly subscribed to or assented to any of the tenets, rul 
and regulations of your organization * * * I have no desire to be affiliat: 
with or to be associated with an organization in which I do not believe. Yet t! 
simple purchase of $1 in merchandise automatically makes me a subscriber 
all of the nefarious small-print provisions that are embodied in the co-op ass 
ciation set-up, whether I want it or not It is this nefarious procedure ft! 
has permitted the Farm Bureau Cooperative Association to grow into the hu 
fat octupus of an organization that it is today—an organization that is spre 
ing its deadly tentacles into every field of commercial endeavor, gaining 
advantages not by virtue of lower prices, or superior quality of merchandise 
better service, but by virtue of its income-tax-exempt status 

To the chairman of your committee, Mr. Kuck also wrote: 

Since bucking up against this organization I have found plenty of supp 
among the farmers of this community and if any member of your committee fe 
that the opposition to the farm cooperatives will mean any loss of votes, please 
advised that such is not the case. 

I have cited this case, gentlemen of the committee. because it 
definitely indicates the kind of competition that little corporatior 
like ours are up against so long as this tax favoritism is continu 
and also because it is to this kind of tax escaping organization tha 
our business W ill probably have to be sold if I am called back into t! 
military service. 
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There is no end to the plans for expansion that the cooperatives 
now have—and will continue to have so long as they are in the position 
of being able to use their tax savings for the purchase of new properties. 
The Ohio State Journal just a few days ago quoted the manager of the 
Indiana Farm Bureau Cooperatives as urging the cooperative pur- 
chase of railroad terminals, grain elevators, oil fields, and refineries— 
and added that cooperative organizations won’t have to pay taxes. 

You are looking for more revenue—for additional sources of rev 
enue. Our corporation, which paid at the rate of 38 percent last year, 
is now taxed at 47 percent and if you decide to raise the rate again to 
50 or 55 percent we shall pay that willingly because we want to protect 
this Nation against any possible aggression. 

But both as a soldier and as a businessman I resent the exemption 
of any corporation from payment of income tax on all its earnings. 
It is not enough, gentlemen, to impose tax only on the recipients of the 
patronage dividends of a cooperative. It is not enough, as the Secre 
tar of the Treasury has suggested. to impose tax on the retained earn 
Ings of a cooperative. 

I know full well the way my cooperative competitors operate. I 
know that they are quite as eager to make profits as any private ly 
owned concern—and I know that those profits are earned in exactly the 
same way asourown. They should be taxed the same as our own, too. 
That is fair, it is equitable, it is just both to competing businesses and 
to the Government. 

If you will write into the new tax bill a proper provision to tax the 
full earnings of all tax-exempts, including the cooperatives, you will 
continue to get full revenue from businesses like ours. even after I go 
back into the Army and even if we sell the business to a co Op. 

The CuatrMan. Does that complete your statement ‘ 

Mr. Kite. Yes, sir. 

The Cuarmman. Are there any questions / 

If not, Mr. Kile, we thank you for your statement and the inforn 
tion you have owiven the committee. 

Our next witness is Mr. C. Emory Glander. 

Mr. Glander, will you give your name and address to the sten¢ 
rapher and the capacity in which you appear. 


STATEMENT OF C. EMORY GLANDER, ATTORNEY, COLUMBUS, OHIO, 
ON BEHALF OF INVESTORS LEAGUE, INC. 


Mr. Guanper. I am C. Emory Glander, an attorney at law, of 
Columbus, Ohio. I appear today behalf of Investors League, Ince., 
a national nonpartisan organization established in 1942 for the protec- 
tion of investors. 

On previous occasions I appeared before this committee as tax 
commisioner of Ohio and as president of the National Association 
of Tax Administrators. Although I come before you today in a 
different representative capacity, the cause for which I speak is funda 
mentally the same, namely, equitable tax policy and administration. 

First: The doctrine of tax equality is not new. It will be remem 
bered as one of the famous maxims of taxation proclaimed by that 
canny Scotsman, Adam Smith, in his Wealth of Nations. It has been 
a recognized principle of tax legislation and administration ever since, 





EVISION O} 


must confe ; that it has been more frequently recognize 


ch than in the observance. 
ng my 6 years of publ ec service as tax commissioner of Ohio, | 
ed that there s one thing taxpavers di like more thar the burde 
es they are required to pay. It isa tax law or an administratiy 
n that favors some persons or classes to the prejudice or 
ent of others who often are in competition with them. Mant 


ld by tuxpavers o1 then ounsel that they would acce 


Toor 
rmimation, mad not litigate furthe . provided 


, 
other persons or firms similarly were tre 


' 
ie entitied to ti 


tax exemptio 


Revenue Co 


}tist (i is ‘ itil ty a) subs 
adav now gone, perhaps nevel 
sen: new demands ‘upon us; 
fv old indulger ( which were 
nal tion s and demands to which l rt 
Mir. Roswell Mag 1] ot the New 
‘The Taxable In | Coopel it 


rey? L. \\ ’ cember 


“«f 


ild } Ktracted 
our / “ ‘| ne defe) 
bodv's job. 


t tl 
i 


oone 
standard of | 


tec “=! 











1336 REVENUE REVISION OF 1951 


William E. Webb, Jr.. of North Carolina, testified before this com 
mittee last week— 

that equal taxation of mutual and stock insurance companies would bring a 
minimum of $60,000,000 annually into the Federal Treasury. 

Now let us add up the tax loss from these several groups. 

Farmers’, consumers’, and retailers’ cooperatives, 8303,760,600 : co 
operative financial institutions, $418,820,000; mutual fire and casualty 
insurance companies, $60,000,000, making a total of $782,580,600, 

In other words, the tax loss attributable to these exemptions is - 
proaching a billion dollars a year. Whatever amount it may be, it is 
not fair, I submit, to private enterprises that are actually in fre hot 
tion with these coope ‘ratives. It is like ‘Wise not fair tothe already over- 
burdened American taxpayers who are called upon to meet the dual 
objective of providing for the national defense and maintaining the 
American standard of living. 

Phere is another aspect of this mater that needs to be emphasized 
It is the tremendous oppartunity that income tax exemptions now 
afford by way of stimulus to growth. We have had some questions o1 
that here today. That is amply illustrated by farmers’ cooperatives 
They no longer consist of small groups of individuals seeking to pro 
tect their | argalining position by group action. Some of them 1! 
size, in function, and in integrated activity—approach the most com 

<ind of business structure. 

(nd the rapidity of tax-free growth is phenomenal. Let us get away 
from farm cooperatives for a moment and take a look at one of the 
smaller groupe the credit unions, for example. While they are of 
more recent development, there is little doubt that tax exemptions will 
permit them to expand rapidly into multi-million-dollar businesse 
\lready there are in competition with taxpaying commercial inst 
tutions, 

1) 195. wcording to the Bureau of Labor Statistics, there were 
approximately 419 credit unions in this country. In 1948, there wer: 
9529. Of this number, 4.011 were chartered under Federal Law and 
»271 were State chartered. a union loans increased from $90. 
100,000 in 1925 to $633,544.208 in 1948: and the aggregate assets of 
credit unions in 1948 were just vic Hugo 3 quarters of a billior dollat 
passing that mark in 1949. 

I) my owl state of Ohio. during the y vear period from 1O45 
through 1949, the assets of State-chartered credit unions more tha 
doubled, wh le net profits Increased over five and one half Times, 

It competition with these subsidized institutions are our tax-paving 
banks and eredit institutions. Sooner or later they will face the cor 
sequences of this governmentally subsidized competition. 

The situation as to Federal credit unions is even more st rious—on it 
face, at least. The Federal Credit Union Act provides that thes 
credit unions— 
their property, their franchises, capital, reserves, surpluses and other funds 
and their income, shall be exempt from all taxation now or hereafter impose 
by the United States or by any State, Territorial, or local taxing authority * 

In my opinion, the time has come to remove this mantle of tax 
1] MmMunity. 

In conelusion, let me bring into focus the real implications of t] 
facts I have presented, and try to emphasize what I think has not bee 
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emphasized heretofore today. I want to say to you in all sincerity 
that I have no hostility toward credit union movements. I think it 
serves a very useful place in our economic and social life. I do not 
mean credit units. I am talking about the cooperative movement 
generally. I think the cooperative movement generally has a very 
useful place, and has served a very useful function in our economic 
and social life. Certainly nobody is asking that cooperatives be de- 
stroyed. It is not necessary to burn down the barn to get rid of what 
you do not like inside of it. All we are trying to say is, and all that 
we do say is, that in view of the development of the movement, in 
view of the change which has come about in the cooperative structure, 
and more important than that, in view of the tremendous revenue 
demands which are upon this Government, and the responsibility 
which you face, we have to take a different point of view. You will 
note that I have not discussed here at all today in What I have said the 
argumentative devices by which tax-exempt cooperatives have sought 
ind are now seeking to be differentiated from taxpaying business 
enterprise. I have heard those arguments before. I have heard them 
today. I have heard all about, as you have, such terms as nonprofit, net 
margins, agency relationships, patronage dividends, contractable obli- 
gations, and all the rest. I want to say quite bluntly, in the emergency 
we now face I dismiss every one of those terms, because I regard them 
as the implements of pure sophistry. I hope this committee will not 
be drawn away from the real issues by these legal sounding phr ses, 
The truth of the matter is that. regardless of the hame applied, CoO 
operatives are in the business of producing eral, profit, or Income: 


that such @ain, profit, or income is no different from that produced by 
the ordinary business corporation ; that the Coop rative is in fact an 
neorporated bus hess organization just like other corporat ons en 


caged in MISINeSS ° and that the members of cooper itives are no ditfer- 
ent than the shareholders of an ordinary corporatiol and, In Many 
nstances, are actually stockholders. No amount of irgumentative 
devices, legal or otherwise, can erase these simple facts. 

Make a COMparison., \ private corporation seeks t¢ make a gain 
from its operations, which it calls a net profit, and it distributes such 
gain in the form of d vidends., And 1th dentally the gain ts taxed 
against the corporation and then agalnst the shareholder. A coopera- 

ve seeks to make a gain from its operations, which it calls a net 
margin, and it distributes such gain in the form of patronage divi 
dends. In both CASES, regardless ot who gets what, there is it financial 
return to an entity engaged in the business operation. When you take 
that view of it. then you are compelled to take the next step: That 
there is no valid reason Ww hy one entity should be taxed, and the other 
not taxed, when both of them are doing the same sort of thing, and 
both of them operate under the protection of that instrumentality of 
organized society that we call government. 

Out in my State of Ohio, we have resolved this issue on the side of 
tax equality. We do not have an income tax out there, but we have 
most other kinds of taxes, and we tax cooperatives just like any other 
forms of business organizations. Four years ago we enacted legisla- 
tion to remove the last vestiges of tax exemption to cooperatives, 
Prior to the amendment cooperatives were charged an annual S10 
fee in heu of all franchise or license taxes. 





se that le 
her point | should 
State in property 


ouy 


“F 
} 
| 


reover, i 
Stipreme 
detra 
t¢ pert 
a ist be au 

i nonprofit 
provides ho mim 


hen a no profit 


l nonproht corporatl 


or jhneome, eve 
t forfeits its) 
appear hard 


t 


t Proven 


}>1 
fotax exen pl On. 
fy and I think in time dif 
iard-boiled, but I con 
competition and equa 
protection of the Stats 
out tax equality, and that 


(los 











Nin. Gay 
( | 
\Ir. G ‘ | 
\ ( \\ 
\I (; 


t ! ! 
\I ut ~ 1) " or 
i », 4 l ( it 
elt x t\ 
NVI Cr] N | ()) c ‘ 
{ . 1) i ei it i 


ld bes OOO Te othe Treasi Ho ut 

reNcgo) yt we ‘ , 
Nin (al NDEI u \ ‘ x t ‘ | 1\ 
if \ ‘ | e Tres f tf rary ’ rs 


Mr. Curtis. You concur in the statement of the Trea ury Depart 
nt that if they confined the tax to that part the cooperatives did 
ot pav out, that 1 would net ibout S20 U00 000 of revenue / 

Mr. Guanper. That might be. Thev are not ncluding the amounts 
cluded in the patronage dividends. 
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Mr. Curtis. How would you tax the amount paid out in patronag: 
dividends ¢ 

Mr. Guanper. Sir, the view I have expressed is this, that the co 
operative as a business organization is an entity. It makes a margi: 
in its operations over its costs. I say that it is no different from any 
other entity. A private corporation pays a tax on that margin afte) 
proper reserve. I see no reason why the cooperative should be dif 
ferent. 

Mr. Curtis. If a private corporation would choose to make a r 
fund to its customers under a proper contract arrangement, woul 
that be satisfactory ¢ 

Mr. Guianper. I doubt whether the Treasury would allow it in thi 
first place. 

Mr. Curtis. Do you know whether they are doing it now or not / 

Mr. Guanper. No; I do not, sir. I do not know of any organiza 
tions operating on a large scale on that basis. I would like to say 
sir, I think I see what you are coming to. If you are disturbed abo: 
the fact that you are taxing the income once against the entity an 
again against—— 

Mr. Curtis. No: not the double taxation feature. 

Mr. Guanper. You are not worried about that ? 

Mr. Curtis. No. Here is what I want to know. If you are 
business, and sell an article which the regular price is $5 and yo 
sell it for $4, and do you think that the Treasury could tax you on 
dollar profit that you could have made / 

Mr. Granper. I think that is a different situation. 

Mr. Curtis. Now, suppose the man across the street charges > 
and at the end of the year he gives everybody a dollar back; shou! 
he be taxed on that dollar? 

Mr. Guanper. My view is that is an ingenius argument and devic 

Mr. Curtis. No, no. 

Mr. GLianper. It is exactly the same sort of situation though calling 
it by a different name. A rose by any other name smells sweet. B 
it is a net gain on a business operation that is determined at the e1 
of the annual accounting period, I do not know what you call it, t 
entity has made the gain. That isa wholly far different thing— 

Mr. Curtis. I do not particularly like the illustration myself, b 
cause it relates primarily to a consumers cooperative. But you tak 
in the case of purchasing a farmer’s products. Farmers cooperative 
pay the market price when the product is delivered, and at the end o 
the time of an accounting period, paying in cash—I am not interest: 
in anything that is not bona fide—I am not saying not paving cash 
not bona fide, but confining it to cash, they send a second check bast 
on the number of bushels and baskets of fruit, or whatever it is t] 
they have delivered. Is that income to the business entity ? 

Mr. Guanper. I think it is. Now, I concede, sir, that there are tw 
points of view here, and the real choice this committee has to mak 
is whether you consider this an entity making a profit, these larg 
operations, or whether you do accept the view that it is not. What | 
say is that when you accept the view that it is not, you take a mor 
liberal view as to this type of operation than you do as to any othe 
and you promote preference, the wisdom of which I question in vie 
of the high taxes. That is the choice you have to make. It is 1 


all black and all white. 
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Mr. Curtis. Now, let us simplify it. Between two individuals, you 
pick up what they produce, you give them a check for it, and you tell 
them, “Now, this is what the price is today. If this operation is 
successful, I can pay you more out of this, or you will get more of it, 
and I will give a subsequent check when you come back.” And you 
go back and you do it. Is that income to the business entity ‘ 

Mr. Guanper. If you have what is a business entity that is making 
a gain on its operations, it is my view that it should be labeled as in 
come by the ¢ ‘ongress which has the power to do so. And if that kind 
of an operation vets into the competitive field. | know of no reaso 
why it should not be done. 

Now, you can devise a situation, various kinds of legal relationships, 
where you might have a justifiable distinction. But speaking by and 
large, the operat ions of the ordinary cooperative are ho different from 
the operations of an ordinary corporation, No matter what label you 
put on it, vou get the same results. 

Mr. Curtis. IT am 100 percent in accord with you I do not care 
about the labels. D3 
produced the farm product on the basis of 
baskets or quarts of milk, or what it is, is that income to a business 
entity / 

Mr. Gianver. If you establish first that vou have an entity, and that 
entity does make a gain, vou have all of the elements that are neces 
sary to base a tax. regardless of what is done about ultimate distribu 
tion. The Treasury Department will treat associations as corpora 
tions under certain circumstances. They will reallocate income as 
between corporations, taking into account the activities and functions 


it tuke the money, give it fo the dha who has 
his number of bushels o1 


of particular entities. You have a similar problem. 

Mr. Curtis. That is all. 

Mr. Mason. All of your figures on pages tand 5. as to the amount 
of business, and so forth that was clone, you quote vou! wuthor ty l 


most of the instances 
Mr. Guanper. That is right. 
Mr. Mason. And the source from which they come. 
Mr. Guanper. That is right. 


Mr. Mason. so we cal considet that at least those wures are 
authoritative. 

Mr. Guanper. That is right. sir. 

Mr. M son. Theo ly one thing that you have said, nov 7 am going 


to estimate that they make a profit of ols percent. 

Mr. Guanper. That is right. 

Mr. Mason. That is the only fictitious figure that you have stated ¢ 

Mr. GLANpER. That is right. 

Mr. Mason. eYou could have taken 4 percent or 6 percent or what 
ever it might be. 

Mr. Guanper. That is right. 

Mr. M AsON. Now, the . this question that n \ coll ague raises ibout 
two producers and some agent for them taking their product and 
paving them a certain m irket price for It, al d then later paving them 
whatever has been made over that market price, handing if all ba k 
to them, we will say, and his question is whether that is income to 
the entity which handled their business for them’ Well, whether 
is Income or not, if all of that is handed back to the producers, then 





in understand that. 
t results from an exempt 
cee and read that last ser tence, 
lam sorry that I left that 
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Mr. Byrnes. You speak of the desirability of determining what is 
income by looking at the entity and taxing the entity. Would you 
recommend the double taxation of partnership income ¢ 

Mr. Guanpver. Of course, the partnership situation is a true agency. 

Mr. Byrnes. The partnership is an entity, is it not ? 

Mr. Guanper. It is an entity. 

Mr. Byrnes. All right. 

Mr. Guanper. I have not given any particular consideration to the 
partnership situation. It is a true agency and there is that legal 
situation there. 

Mr. Byrnes. It is my understanding that you were basing your 
irgument on the simple question of whether you have an entity or do 
not have an entity. 

Mr. Guanper. That is right. 

Mr. Byrnes. And under those circumstances, IT was wondering if 
you also advocated the double taxation of partnerships. 

Mr. GuaAnper. I am not prepared to answer your question, sir. 

Mr. Byrnes. That is all. 

Mr. Ri ep. Mr. Glanc r. | want to vet clear, how irge an organiZa 
tion do you represent / 

Mr. Guanper. I cannot give you the exact number of members, sir. 
It hasa large number of members in most > States. 

Mr. Reep. Do they pav dues and bel 

Mr. Guanper. Yes. It is nominal due 

Mr. Reep. You are the attorney / 

Mr. Guanprer. No: I am simply repre 
am not their venel il counsel, 

Mir. Reep. In \ t capacity are you 

Mr. Guanper. Just in this matter. 

Mr. Reep. You “il «| you had no irre 
I have alwavs resent , 

he taxes ovel n New , 

Mr. Guanper. We | ‘sales tax like North ¢ 

Mr. Reep. Tell me jr how vou do tax your peo} 

ive an mcome tax Do you have a sales tax / 


Mr. Guanper. Yes: our tax structure in Ohio is a nation svs 


} of property PXes aha @XClses, ()n thy property _ de. we TAX all 
property wsed } hus { sol a book value basis. which is substantially 
higher level for b ess taxation than vou find States which do 


not use that. We have a corporation franchise tax which is paid upon 
the value of issued and outstanding shares of stock allocated or ap 
portioned to Ohio ona business doi e basis il cl property owned bas Ss. 
We have sales tax, and so on. 

Mr. Rerep. Most of the States, I believe, have income tax systems. 
How much revenue do you think you would get on an income tax com 
pared with what you get from your combination taxes now ? 

Mr. GLaAnver. | suppose it all depends on the exemptions and rates 
that might be emploved., I have taken the position, sir, that inas 
much as the income tax is p marily the mainstay of the Federal reve 
nues that it is probably a wise situation for States to stav away from 
t. if they can. ) , 

Mr. Reep. How the fiseal situation now ? 

Mr. Guanper. It tightening in Ohio considerably. 
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Mr. Reep. It is rather difficult right now, is it not ? 

Mr. GuAnver. Yes. Our Governor has not submitted the budget 
but it is rather 

Mr. Reep. In fact, they are quite alarmed about it ? 

Mr. Guanper. Yes. He has indicated that the budget requests ary 
much In excess of the estimated revenues, We do have SIX Citi 
in Ohio that have levied income taxes at the local level. 

Mr. Reep. Six cities which have an income tax ? 

Mr. Guanper. Yes. 

Mr. Reep. But you cannot tell me how many members you hav: 
in this organization ? ; 

Mr. Guanper. No; I cannot tell you. 

Mr. Reep. You would not know how many are contributing to this 
Tax Equality Association / 

Mr. Guanver. No, sir; 1 do not have any idea about that. 

Mr. Ry ED, You are not connected with them in any way f 

Mr. GuANpER. No: I am not. 

Mr. Reep. I am thankful for that. 

The Cuarrman. We thank you for your appearance, and the in 
formation you have given the committee. 

Mr. Guanper. Thank you, sir. 

The Cuarmman. The next witness is Mr. O. G. Saxon. professor 
of eCOnOomics, Yale University. 

Please give your hame and address, and the capacity in which you 
appear, to the reporter. 


STATEMENT OF 0. G. SAXON, PROFESSOR OF ECONOMICS, YALE 
UNIVERSITY, NEW HAVEN, CONN. 


Mr. Saxon. Q, ( i. Saxon, protessor of economics at Yale University 

The Cuamman. Professor Saxon, I suggest that you submit your 
prepared statement for the record, if it is agreeable to you, and ther 
vive us a sulbmary of the high lights. 

Mir. SAXON. That is pel fectly agreeable to me, Mr. Chairman. A 
a matter of fact, it Is exactly what I had hoped to do. 

Phe Cramman. Very well. Your prepared statement will be 
serted In the record at this point. 

The statement referred to follows :) 


STATEMENT OF O. GLENN SAXON 
Mv name is O. Glenn Saxon I reside at New Haven, Conn., where I 


professor of economics at Yale University 
I have made a very exhaustive and thorough study of inequities and 


“jualities in our Federal taxing system from the viewpoint of the economis 
and have developed my findings into a lengthy treatise which is much too ] 
to present to this committee 

Howeve I have selected two chapters of this treatise as well as my gene 
conclusions and have appended them hereto in printed form because they be 
directly on the subject now before you. The chapters are entitled “Econon 
Income, Dollar Income and Taxable Income” and “Competitive Advantages 
Tax Exemption.” It is not my intention to read all this appended mate 


at this time, but I do wish to talk from these chapters and also state 
economic conclusions resulting therefrom 


OLLAR INCOME, ECONOMIC INCOME, AND TAXABLE INCOME 
Unless a sovereign nation is restricted by a constitution, there is no limitati 


on its taxing power. The United States Constitution (art. I, see. 8) provide 
that “Congress shall have the power to lay and collect taxes, duties, imports, a1 
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excises * but all duties, imposts, and excises shall be uniform throughout 
the United States It further provides (art. 1, sec. 9, subse +) that “No capi- 
tation or other direct tax or duty shall be laid, unless in proportion to the census 
or enumeration herein before directed to be taken.” 

These provisions limited Congress seriously in raising revenues. No direct tax 


on income or capital could be levied without apportionment among the States 


cording to population ro overcome these restrictions on the power to tax 
ncomes, the sixteenth amendment was proposed and became effective on Feb 
ruary 13, 1913. It goes to the other extreme and imposes no limitation on taxa- 
tion of Hncomes It eads The Congress shall have power to lay and collect 
taxes on incomes, from whatever source derived, without apportionment among 


the several States and without regard to any census or enumeratior 


This amendment permits the levy of either a proportional (flat rate) tax on 


all income or a progressive tax on varying rates, steeply graduated without limit 
on selected levels of income Congress apparently may tax away 100 percent of 
all gross or net in ‘ It may tax only those above or below a given level, 
sav. SoOO.000 or SO.000 It un vy tux 100 percent of some incomes at d levy no tay 


on others 


The sixteenth amendment apparently gives Congress unlimited power to tax 
nceomes of all ind uals, associations, partnerships, and corporations of all 
types at unlimited, discriminatory, and confiscatory rates. The graduated tax 


on incomes is the tax which has been advocated by all Socialist and Communist 
programs since 1848, when the Communist Manifesto advocated it 


7 he Fe deral tax on corporate net incomes 


Up to now Congress has preferred to levy a graduated normal tax on lower 
corporate net incomes, a flat rate corporate surtax, and at times an additional 
tax on the so-called excess profits of corporations, which also may be graduated 

Deductible exclusions from gross receipts of corporations to determine gross 
income are prescribed by Congress—and what is infinitely worse—by rulings of 
the Treasury, which even if not related to taxpaying corporations, are effective 
nh exempting tens of thousands of their business ¢ ormpetitors 


(‘Congress also determines what deductions are permissible from gross income 
n order to arrive at net income before taxes For 38 years Congress has pet 
mitted the deduction of depreciation reserves at annual rates sufficient over the 
estimated life of all plant, machinery, and equipment to recapture only the 
original. not the repiacethent Costs, which n iis be 2OO or 300 percent or nore 
highe! Congress does not allow deduction of obsolescence reserves to 1 vide 


for replacement of machinery and equipment which may become obsolete before 


the end of its usef fe because of the ava ability of new and more eftticient 
substitutes Congress does not permit deduction of reserves against highe 
replacement costs of inventories 

All these factors under higher replacement costs of inflationary periods resu 
in either gross overstatement of net economic (real) profits or at times in 
economic (real) losses instead of dollar prefits. In fact, many companies 
recent vears eithe have } d dividends and taxes (determined from dollar. not 
real income) out of capita or previously earned and taxed surplus) or at le 


have paid more dividends and taxes than if the law were applied to real, not 
dollar Mecohe 

Phe Federal Government also levies an additional penalty tax on “unreason 
able retained and already taxed corporate net earnings This “undistributed 
pre fits tax has for venrs induced manv co porations to pay out to their sto« 
holders dividends which farsighted and conscientious directors would otherwise 
have retained Such retentions would have constituted additional reserves to 
protect the corporations and their stockholders from capital lmpairment Instead, 
rather than pay the extra penalty tax or be required to just fy their actions to 
the Treasury some years after the fact, they have paid out dividends and taxes 
on overstated dollar profits with the result that they have impaired their real 
capital or reduced their stockholders’ equity This tax now imposes a penalty 
of 27'4 percent on the first $100,000 of “unreasonable” retained earnings and 3S 
percent on the excess above that amount 

In determining net income, Congress also requires that intercorporate div 
dends, which have already been taxed to the paying corporation, be included to 


the extent of 15 percet of s ch dividends in the income of the receiv ng corporgs 


tion Congress prohibits deduction of all dividends paid out by ordinary cor- 


porations from their net income before taxes. though such dividends are t ixable 


othe receiving stockholders 
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Many corporations are also subject to State income taxes levied by 32 States i 
148. While Congress permits them to deduct from their gross incomes all taxe 
paid to the States, only 20 States reciprocate by allowing deduction of Federal 
taxes in the determination of net incomes subject to State income taxes. Twelve 
States, therefore, in combination with the Federal Government, cause double 
corporate taxation of the same dollar income, which at the current high rates 
can easily result in taxation of more than the total dollar income and becon 
taxation of capital. 


abl neome versus economic (real) income 


Krom this review it should be quite clear that taxable net dollar 
now defined by Congress, and economi ‘eal) net 


income, as 
income are not one and the 
same thing It should also be quite clear that under the 
the distinction between capital and income 


sixteenth amendment 
, if not already eliminated for Federa 
tax purposes, is no longer assured of constitutional protection In fact, it would 
appear that e only safeguard from real capital levies ji he ise of taxes 


ol 
in the good sense and discret no longer i 
Executive 
lakes the question of tax exempt rofit-making organiz 
* cooperative enterpi 
itical problet They not only escape taxes on incomes 
porations that at subjected to capital levies under the 
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f 
‘ l tent tl | in iw ill permit, 

subject ivi nd criminal penalties of the law 

act the ma v, oO feel bound by certain traditional prac 
no chang uch practices, regardless of changes of a revo 


recel pts, 


whether ! 
loss. Otherwise, sa 
not know whether ta and dividends are being paid from capit: 
e directors are charg h the responsibility of preservation of 
ipital and development of income and new capital. The economist 
ity of ample reserves to assure that the disbursements « 
taxes do not result in overstatements of real or economic ineol 
ind at present frequently do result in actual capital impairment 


make no distinction between income produced by one form 


necess 


ition and income produced by any other form. To the economist 
minded persons, Who accept reason as their guide, there 


table, or economic basis for any such distinction, Capita 


i 
ao 


; 


cooperative, a mutual membership corporation, or a re 


er owned and used by a person, partnership, association, « 


sular stocl 
corporation Income produced on that capital is the ineome of 
that produces the income, regardless of the particular forn 
the organization that owns the capital that produces the incor 
to operate, 
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Gross receipts of all persons, partnerships, associations, trusts, or corporations, 


whether they be mutual, cooperative, industrial or commercial corporations, 
must necessarily be either their own receipts or receipts to be held in trust for 
others, the real owners. The form of organization of the recipient of receipts 
does not determine whether the recipient is a trustee, agent, or real owner of 
: any particular receipt rhe gross income of any unit is the total of all the cross 
receipts that belong it nd not to others, even though it 1 ay ave conditional 
or unconditional obligations to pay such receipts to others 
Neither the econon benefits (gross income) de ed from capital nor the 
economic disservices (costs) incidental to ownership and use of capital are de 
termined by the for ganization or status of the owne f the capital as a 
real person or an artificial legal entity, a trust, a business, or a cooperative cor- 
poration, a steel oO hospital 
The net in ‘ vy business is the difference be ‘ he gross in e 
l ind ] - | ayvments for raw mate Vige ents I eS 
wiges nageme! nd necessary (economic) reserves Ihe ct that an 
ome-produ gy fl ned by a taxpaying cory n, is purchased by 
i tax-exempt c ge, does t change the economi ‘ eS O counting pra 
7 vb S e’1lpts <= gross neome its ¢ - ad t= re te 
e dete ! It w ‘ doubt, because of Ss income du g ability 
hat the tot tax | ege was duced to invest sf s ‘ e] 
prise whicl s also s é t SSeS Ne would the i e disappe merely 
In ise Congress 10 ep adsthy ollege of X-OX | of os l I 
ce ‘ be use ext hen sells its come-prod ng ! nile the 
same management—to tux-exempt farmers’ cooperative or to tax-free con- 
sumer cooperative. Capital, gross receipts, gross income, costs, and net income 
| to the economist and the ccountant are the same, regardless of the form of or- 
ganization or the legal status or the tax status of the person, group, association, 
or corporation that m Ow earn, pay. or receive thet regardless of how the 
are earned or how the re later distributed, and regardless of any Treasury 
ruling or congres ! statute to the contrary 
All tax-exempt ins : hatever the class, when the vest their own 
pit > ‘ e fields of business e see} y the s e ti g 
et ePcol dad ‘ = thre tax] Ving comp S 
Wh ‘ fit property rhe gi fus erms 
this field of x eX { OOTM es and othe ils is due sole ) 
f lure o efus nd hat cal eally what ‘ ! | lit 
~ 0 hey duced nad Ww Ss the real etween cay l 
ne« ‘ | tit ) } ert 
| ( I cs is ‘ Cle ‘ W se chi unect Is l I \ Ss orn a 
ictivities satis g \ ts. Nat sources do 1 serve f ! pose 
ntil they are reduced ibor to someone’s possess d I l is plied 
thre 7 
(ay ( ‘ c] | ses is s \ h ca ) is 
define the ece : ‘ 11 ‘ ’ s Vv Some n 
Ix ( }) I \ Vy ie l rn s I ‘ =I y 3 
wants It must be d t il ng ‘ I b | ~ ‘ 
fis the sea is! | Cw ship is possessior ul poss 
- ( eapital | ] ‘ egally < 
Prom \ . t ¢ I = l¢ ‘ ! g prope \ sa rig ; ngil r 
thing. It is a right im o pita r income, | s neither cap l nor 
CoN Stocks or | rtgages and le cs t eapital but ire 
pl ert rights to oO neonditio ind t iims on) 
pital or in re rhe eV OI saves and vests j ! ‘ becomes 
pita if that cor whilt e inves cCive | iM ghts against 
that corporation in the form of secu! es which are condit or uncond 
onal contracts) 
Gross receipts il me that belongs to others ~ ‘ Ss one’s own 
ome Gross il eis the econ benefits cd d from « s own 
pital (or one’s Costs are the economic disservices w h necessarily 
cecompany capita \ ‘ s for: such as det I St oe harges, o1 
hrenance expenses 
Net income is the difference between gross income (henefits) and the costs (dis 
services) of ipital 
: All material (tangible) useful goods are capital of someone. They are the 
results of product on | t | ( Css of creatiol ot capital Li COTE Ss Ci led 


roduc tion 
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There are three factors of production, land (including all natural resources ), 
capital (all forms of capital other than land—as building, tools, and machinery 
und labor (necessary with the aid of capital to convert natural resources int 
useful form). In the process of production, land, capital, and labor produce 
gross income, If the process is under efficient management, gross income wil] 
usually exceed costs of production and net income is produced Net income 
if saved, becomes new capital. 

Income is derived from four sources—rent (income from land), interest (it 
come from money), wages (income from personal services), and profits (incom: 
from assumption of risks). 

In a capitalistic economy private capital absorbs all the risks of loss involved 
in all production and distribution in exchange for a mere chance of profit. Profits 
therefore, can result only from risks. If there were no natural or man-made risks 
in our economy, all income would be limited to pure (riskless) rent, pure (risk 
res, and pure (riskless) interest Without risks there would be no 


an 


less) W 


profits, only riskless income from land, money, and personal services (including 


those of management as well as labor) Income, therefore, in our competitive 
and risk-laden economy, is a composite of riskless or pure rent, riskless or pure 
wages of management, and riskless or pure interest on capital, along with profits 
derived from risks involved in every human enterprise. Gross income less cost 
is net income. In common parlance, however, gross income and gross profits are 
synonymous and net income and net profits are synonymous. 

Production covers many and varied fields of human activity. These fields 

ve varying degrees of risks—chances of profits and losses. The higher the 

ks, the greater may be the profits or the greater the losses. The function of 

all business organizations is to produce net profits and new capital. The efficient 
will make profits ; the inefficient, losses 

Profits, therefore, ure always the products of risk-absorbing activities engaged 
in to produce income and new wealth. Even rents, wages, and interest involve 
risks of nonpayment and changes in rates and costs. All business activities 
necessarily involve some degree of risk, though the risks vary sharply among 
yarious classes of activities. It is, therefore, the risk bearers that produce all 
profits in our competitive society. Profits, therefore, are earned by those who 
ubsorb the risks 
The truce pront (income) of coope rative corporations 

Every profit-producing enterprise is subject to risks—not only to the risks of 
changes in public demand for its product, its service, or its function, and the risk 
of replacement by a better, more efficient, and cheaper substitute, but also to the 
many and varied risks of ordinary price changes as well as credit losses and 
many other casualties In addition, it is subject to revolutionary changes in the 
structure of society or inflationary or deflationary changes in the purchasing 
power of mor ey 

Risk capital, whether supplied by trustees or orphans or by member-patror 
stockholders of farmers’ or consumers’ cooperatives, by mutual banks or mutu 
insurance companies, serves the same economic function of financing new ente! 
prises or expansion or modernization of old enterprises. Whether the capit: 
of any organization is used to eliminate taxpaying competitors to blaze new trail 
into new fields of endeavor, it will make net profit only because it has successful 
absorbed the risks pertinent to its particular field and assumed by that particul: 
organization 

Furthermore, all tax-exempt business organizations, regardless of their for 
class, or highly advertised pretensions of operating on a nonprofit basis, perfor! 
the same economic functions in exactly the same way and with labor from th: 
same labor force, paid at the same wage rates, and use exactly the same operatins 
methods and techniques as their taxpaying competitors, 

Corporations were conceived of as an effective method of minimizing the risk 
of protit-making, risk-absorbing enterprises for many small savers who could n 
afford to venture their entire assets in sole proprietorship and partnerships. I 
order to mobilize under one management large aggregations of capital from hur 
dreds of thousands of seattered accumulators of savings in small amounts, li: 
bilitv limited to their agreed contributions was necessary. An artificial leg 
entity, the corporation, created by the State charter, is the device by which tha 
need has been served. All incorporated organizations, therefore, have becon 
corporations in order to limit the risks of their profit-seeking owners. Hum: 
beings as a rule never voluntarily accept risks without a compensating chan 
of profit—at least, not in the fields of business. 





REVENUE REVISION OF 1951 1349 


The tax-free cooperative corporations in various fields perform the same 
economic and risk-bearing functions as the ordinary taxpaying noncooperative 
corporations competing with them in the same field of activity. soth types enter 
risk-absorbing business fields to compete for a share of the potential profits from 
risks for the ultimate benefit (profit) of their owners. Both incorporate in order 
to minimize the risks to their owners. The tax-exemption privilege greatly 
reduces the risks of the cooperatives and increases their chances of successful 
operations and allows them larger margins out of which to absorb losses 

As the original cooperative corporation changed from the less risky agency 
functions of brokers or commission agents (without market, credit, and other 
risks of ownership which fall only upon principals who have the chance of corre- 
spondingly large profits) to those of the forthright, risk-absorbing merchant- 
middleman, they absorbed new and additional risks with compensating oppor- 
tunities for additional profits. They transferred these risks from their former 
principals to themselves. The lower their operating risks, the lower their profits, 
and the lower their tax savings. The greater risks they undertook, the greater 
their profits and their tax savings, if they were efficient 

As these cooperative corporations, which at first performed only the less risky 
economic functions moved into still more risky fields, they again added to their 
former functions and at the same time assumed more risky and more profitable 
functions. They moved into conversion and manufacturing, into extraction (oil), 
into transportation (pipelines), into wholesaling and retailing of manufactured 
articles, while retaining many of their former functions 

These expanding functions of cooperative corporations with expanding risks 
could not have been performed by their individual patron members and such 
expansion undoubtedly would not have been authorized by their members, had 
the latter not been assured of limited liability Nor would the members have 
reinvested their savings in such enterprises or permitted their potential cash 
dividends to be retained for such purposes had they not been induced to 
do so by the unusual privileged combination of sharply expanded possibilities of 
larger profits, limited liability, tax exemption, and large capital gains merely 
from reinvestment of corporate profits—patronage dividends—which to them 
were largely windfalls in any case—for they had already received full market 
prices for the products sold to or had already paid only prevailing market prices 
for their purchases bought from the cooperative corporations 

In short, the modern cooperative corporations enjoy the special privileges and 
unusual opportunities of constant expansion into more and more risky and more 
and more profitable fields largely out of retained, untaxed profits (derived from 
risks), with the Federal Government underwriting them against losses (to the 
extent of the tax escape), while taking none of their profits (if they are suc- 
cessful in their risk enterprises), and with the State granting their member 
owners freedom from all liabilities of the corporations 

Meanwhile, the expanding capital of the cooperative corporations is accumu- 
lated out of their retained net, tax-free profits. Each dollar invested by each 
member, whether through stock purchase or through reinvestment of dividends 
in the form of scrip, and every dollar retained in reserves, gives each member 
greater and greater property rights in the corporation, but all the expanding 
capital of the corporation is its own capital. Its gross profit therefrom is its own 
gross profit, derived from risks taken, not by its members, but by the corpora- 
tion. Its costs, its risks, and its liabilities are its own costs, risks, and liabilities, 
for which no member shall be held responsible for them. Its net profit, that is, 
the difference between its own gross profit and its own costs, is its own net 
profit, not that of its members, who have only conditional property rights in 
or claims against its capital and its profit, but do not own either. The risks 
that produce the profits are its own risks and the profits, therefore, are its own 
profits, not those of its member stockholders, who are insulated from its risks 

If a cooperative or an ordinary corporation fails. its assets are distributed 
to its creditors who must be fully paid before its members or stockholders receive 
invthing in liquidation, for its assets are not those of its members of stock 
holders, but are its own If a member or a stockholder of either corporation 
fails. his creditors cannot treat any of the corporation's assets as his, though 
they may take his property rights which are only claims against the corporation 
ind not ownership rights to any asset of the corporation. A member or stock- 
holder of the corporation may, however, also be a creditor of the corporation, 
f he owns a promissory note, bond, or debenture of the corporation In that 
event. he is, to the extent of his creditor position, treated as all other creditors 


Capital must be owned by someone. It cannot be owned at one and the same 


time by two or more persons (except jointly). The capital of a cooperative cor 
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poration—as with an ordinary corporation—cannot be owned by the corporation 
for one purpose and by its members for tax purposes Nor can the profit, gross 
or net, derived from the risks assumed by such capital, which is owned by the 
corporation, be owned by the corporation for one purpose (to undertake risks 
or to pay obligation to its creditors), and be owned by its members for tax pul 
poses. The profit is its own profit. Under its bylaws its profits must be declared 
as dividends and paid out or retained, some for reserves without crediting to the 
members, the balance for expansion after credits to its members Whatever i 
may do with its net profit, such treatment does not reduce its profit, but mere 
distributes it in various ways 
Finally, every cooperative corporation's gross receipts are its own gross profit 
except in those rare cases today where the corporation still acts strictly as a 
broker or commission agent for its principal members in the absolute legal sense 
of the term, assuming no risks or benefits of ownership of the products of o1 
purchases for its members. Even then such a corporation would earn from com 
missions or brokerages for its services a gross and a net profit of its own, distinct 
and separate from its principal members, though all gross receipts for the 
accounts of its principals would be the receipts of its principal members and not 
its own income 
economic analysis it should be clear that each cooperative corpora 
ts own risks, its own capital, its own gross receipts, its own gross profit 


sts, and its own net profits. It should pay any income taxes levied 01 


i 
such net profits. There is no basis in law, equity, economics, or logi 
for any cooperative corporation to deny that it absorbs risks, creates economic 
capital, income, and profits through the use of its own management, labor, ar 
capital. If successful, it has both gross and net profits which are not its mem 
gross profits less than its operating costs, 
or net losses which are not its members’ losses. Nor can it deny that it creates, 
in addition to profit and new wealth, new jobs, as does any ordinary corporatio 
unless it merely replaces other organizations. It, therefore, produces dollar 


bers’ profits, an l. if unsuecessful, has 


income, economic income, and taxable income 
rhe various : urdiy illogical and ionsistent " * claims of these 


cooper? ti corporations are, the tinal analysis, o1 a deliberate or unco! 


tmantics for the purpose of confusing » real Ss, The owne 


ome or profits of a cooperative corporation or any other leg 
upon how that income or profit is distributed, but how it 
hy whom it is produced 
ition of “net margins” or “patronage dividends” of a cooperative 
nerely distribution of } I ts owners, as is the « 
ry corporation distribu mf ts to its owners. In neithe 
either corporation “] t is merely being partia 
ach corporati ‘esponse the original unde 
the earning and distributic protts, derive 
to those wh uppl tal for that puryp« 
l Lug risk-bearing al 


corporatior 
mutual insurance co 
ership cooperat 


associations. credit 


memb 
unions 
operative corporations 
ilvsis that an unincorporated cooper 
The income of such a cooperative is 
ners, their capital, their credit, and their un 
vy for all risks of the enterprise. In absence of a separate leg 
nsulate them from the risks of the operations, they are partners, subje 
on individual net incomes, and their unincorporated cooperative sho 
not be subject to a tax levied strictly on artificial corporate entities. The Feder 
law, howevel imposes the corporate Income tax even upon partnerships, trust 
rporated associations where they have continuity of management 
other characteristics of corporations 
hort, » real issue, ignored by all such statements, is not how prof 
ing business are distributed, but how they are earned, who ear! 
them, ar who absorbs the risks involved in earning them. The answer, ¢ 
course, is that those who absorb the risks are entitled to the profits derive 
from those risks. The corporations whose capital absorbs the risks of the enter- 
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prises earn and own the profits derived from those risks. The owners of a 
corporation—not its customers—through their investments in the corporation 
assume the risks involved in the enterprise and they alone are entitled to its net 
profits, when and if they are distributed, and not until then 


Such statements do not disclose to the uninformed the true distinction betwee 


ross receipts, gross income, operating costs, net profits of a corporat 
property rights against such corporations. They do not disclose that prot 
unre solely the product ot risks nundert ke! directly by the ‘ } rati« nad 
indirectly by its stockholders through their investments in (property rights 
against) the corporatior They do not disclose that the ordinary customer of 
ordinary corporation does not as such have any risk or investment it propert 
ghts against) the « ry corporation whose roducts he buys, whereas 
elber-custometr piatre as such, of a cooperative wrartiolr aoes | ve hi 
investmen n (J Dp vy right) against the « D e corporation Als 
througl Ss stock é ‘ (though small) d his ‘ es I Div) 
reinvested pu o hy ends, he is ectlyv subi ‘ he risks ved 

vestment in the « ‘ e corporation, though his I vy is ed I 
total equity ther the e with stockholders rdi é 

Such stateme ‘ sis prove to mean 1 e t v 
ri , ‘ if g | Sn pe e Ww I ( - ts 
owner-stockholders become COO} e « 
If pres Ire ‘ l I ue \ pre ‘ 
I tices al Sf I he exem] 

ITT" ~ x 

rhe eco pet vs ] tages « X OX }) ve sig prior » We l 
War I whet Fede | a Tes oT nadivid i ney ( es were 2 qadunawces I T l 
to only 6 percent | the flat rate on corporate incomes was only 1 or 2 percent 
Even when rates rose s rply during World War I, f back to mode te levels 
and then soared to pe f 92 percent on individ neomes 1 SO yx t 


rates is 1 tl i de « 0 in time of peace we « expect w ‘ 
tes « ! \ up te 2 percent « n ( ! I ‘ ‘ ‘ 
exempt become threat t n ire ‘ pet e society Ihe ( ne 
advantages « fax-eNnel t organizations over their tax] ng etito become 
overwhelming under sucel reumstances 
The competitive a tages of long-continuing tax exemptior ire greatly 
accentuated when ste y rising tax rates are accompanied bv highe 
higher prices of raw materials, producers’ goods, cousumers’ goods, wages, 
salaries, and costs of neg Tax-exempt organizations can afford to pay higher 
wages to attract labor from their competitors in times of relative scare Phe 
n afford to pay higher prices for raw materials whe n short supply Phey 
ean divert customers from their taxpaving competitors by offering their products 
or services at prices which to taxpaying competitors could mean sales below costs 
or profit margins ficient to justify continued om tions ihe tax-exempt 
bsidv als iter ot! less oby us irect a direct vant eS 


of the effects of the ¢ bination of sharply rising prices and highlv graduated 
Federal taxes on the dual taxpayer-consumer between 1940 ar 1050 It 
shows what the taxpayer needed to earn in 1950 (pre-Korea) merely 
his HO net economi come or maintain parity with the purchasing power of his 
140 net income afte Yes 
A married man (w wo dependents)—say. a sole proprietor or a partner of 
taxpayving business—who, with an income of $5,000 j 1940, d no income tax 
ist huve earne n 1950 a total of 85.440 to maintain his 1940 net pure} w 
Wel after (1050 f es of S499 end a loss of S1.841, due to the . se] s 
of living between 1940 and 1950 
Ifas retailer « ned $5,000 in 1940. he paid only S75 taxes, but in 1950 
he must have earned $9,556 to maintain his 1940 net pu sing pows His 1950 
tax was $1,245 and his Ss rom inflation 83,120 If in 1040 a eottor planter 
earned $10,000 he had a net income after taxes of SO.560 To maintain his 1940 
irity, he must have ¢ ed S1I9.SOL in 1950 He lost in 1950 84.056 in taxes 


Road Maps of Industry, No. 775 (November 3, 1950 
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and $6,185 due to higher prices. If in 1940 a warehouseman earned a total o 
$25,000, equal to $21,429 after taxes, he must have earned in 1950 a total of 


$59,016 to break even with 1940, for his taxes rose in the later year to $23,7 
and his loss from higher prices was $13,865. 

Corporations also have living costs which likewise have risen sharply since 
1940, along with sharply rising taxes 
[nereases in corporate tar rates 

The Federal rate on the net income of corporations has experienced sharp 
fluctuations. It rose from a flat rate of only 1 percent in 1913 to 2 percent in 1916 
During 1917-20 the tax varied from 6 percent in 1917 to 12 percent in 1918 and fe! 
back to 10 percent in 1919 and 1920, but for these years an additional tax wa 
levied on all excess profits at rates graduated from 20 to 60 percent 

In the 1920's the excess profits tax was eliminated after 1921 jetween 192: 
and 1932 the rate varied from 11 to 3%. percent Between 1933 and 1940 the 
average rate increased to 19 percent which could be reduced to 1644 percent by 
dividend credits 

Letween 1040 and 1945 in World War II the rate rose to 19 percent on income 
below, and 24 percent above, $25,000, with a surtax of 6 percent on incomes up to 
und 7 percent above, $25,000, along with an excess profits tax, graduated fron 
25 to ) percent on various levels of excess profits, but so limited that the total 
tax did not exceed SO percent of the surtax net income 

In 1946 the excess profits tax was canceled. In 1950, prior to the Korean Wat 
the corporate rate was 3S percent on net incomes above $25,000, with lower 
graduated rates for incomes below $25,000. The Eighty-first Congress late ir 
1950 raised the corporate rate tax to 47 percent on net incomes above $25,000 
and in 1951 imposed an additional levy of 30 percent on excess profits, which 
combined with the normal and surtax rates make a total rate of 77 percent. The 
over-all rate, however, is presently limited to 62 percent 
Direct effects of tar exemption 

Phe direct effects of exemption from the Federal tax on corporate net incomes 
upon the tax-free profits, net worth, and expansion possibilities can be illustrate: 
by a hypothetical case. 

Assume that two corporations, one tax-exempt and the other a taxpaying con 
petitor, each started business in the same field on January 1, 1914, with a capital 
investment of $100,000. For the sake of simplicity, assume that each corporation 
retained all earnings in the business, paid out no dividends, and kept their books 
of account on exactly the same basis Assume further, that each corporatio! 
annually earned 30 percent (before taxes) upon its net worth at the beginning of 
each yea! Let’s apply the average (approximate) corporate tax rates over the 
o7 years between 1914 and 1950 to the taxpaying corporation only Assume the 
effective rate for the 3 years, 1914, 1915, and 1916, at 2 percent of net income; for 
the 5 ye , 1917-21, at 5O percent; for the 10 years, 1922-31, at 12 percent: fo 
LO years, 1932-41, at 25 percent; for the 5 years, 1942-46, at 75 percent; and fo 
the 4 years, 1947-50, at 40 percent 

rhe tax-exempt corporation would show an increase in net worth from $100,001 
to S1LO44.S0)420.20 in the 37 vear period The tax-exempt corporation's lit 
worth in 1950 would be more than 17 times greater than that of its taxpayin: 
competitor 

Meanwhile, the Treasury would have lost $86,915,480.08 of potential revenue 
the 37 years. If there had been only 10,000 such tax-exempt corporations, tot 
revenue losses would have been SS60.1 billions 

Such a record, projected into the coming years, holds sinister implications for 
all taxpaying businesses in competition with tax-exempt organizations, as well a 
for all taxpayers, individual or corporate It shows the jeopardy to our fre 
society which is latent in long-continuing and steadily expanding exemption fror 
hich corporate tax rates 

ation upon exrpansion 
is of the effects of taxation upon the expansion of a growing busines 
enterprise made without reference to the problems of tax exemption, concludes a 
follows 

“A high corporate income tax, as compared with a low tax, places severe re 
strictions on the rate of expansion that a growing enterprise can finance from its 
retained earnings 


leral Taxes on Growing Business Enterprises, by J. Keith Butters a1 
vard University (1945), p. 70 
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“This restrictive effect is cumulative in character and will be greater (a) the 
longer the tax is in effect, (0) the higher the rate of tax, (c) the higher the rate 
of profit earned by the company, and (d) the more conservative the company’s 
dividend policy under the lower rate of tax 

“A high corporate income-tax rate, as compared with a lower rate, will reduce 
the internally financed expansion possible for a growing enterprise more than in 
proportion to the percentage difference in the two tax rates, provided that divi 
dends form the same, or a larger percentage of net income after taxes. 

“Companies paying out a large percentage of their net income as dividends may 
be able to maintain a given rate of expansion in spite of a tax increase by 
drastically reducing the net income paid out as dividend payments 

“Highly profitable companies retaining most of their earnings to finance 
expansion, however, will have their internally financed growth severely restricted 
by a higher corporate income tax even if they discontinue all dividend payments. 

“* * * a sixth finding may be added. Since protitable small firms on the 
average earn a higher rate of profit and retain a larger percentage of their earn 
ings than do profitable large firms, a high flat-rate corporate income tax would 
restrict the internally financed growth of small firms more severely than that of 
large firms.” 

Similar conclusions were reached by Irving Fisher and Herbert W. Fisher, 
noted Yale economists, in their book, Constructive Income Taxation (published 
n 142) They constructed a series of hypothetical examples based upon a 
business with an initial investment of $1,000 which retained all earnings for 
expansion 

They found that, if this business were completely exempt from taxes on income 
or capital gains and if the net worth of the business increased at a (compound ) 
rate of 40 percent per year, the business would be worth $700,500,000 at the end 
of 40 years. If the tax rate were 100 percent, the business would be worth only 
$1,000 at the end of 40 vears, while the Government would have collected only 
$16,000 in taxes (S400 annually for 40 years) At an SO-percent tax rate, the 
net worth of the $1,000 business would have increased to $21,700 in 40 years and 
the Government would have co lected SS2.000 in taxes Ata oo percent tux rate, 
the business would have grown to $1,470,000 while the Government collected 
$1,500,000 in four decades At a 20-percent tax rate, the net worth would have 
risen to $66,500,000 and the Government would have collected $16,600,000 by the 
end of the period 

Today, stock (ownership) capital is difficult to obtain and costly, particularly 
to small or medium-sized companies (old or new) while bond (creditor) capital 
involves the danger of default on interest or principal and the threat of involun 
tary bankruptcy (which is not true of stock capital). Under such circumstances, 
n expanding company naturally will prefer to expand out of earnings retained 
tor that purpose at the expense of dividends to stockholders 

However, high tax rates mean lower net profits (after taxes) and less funds 
for expansion purposes, When the taxpaying company is competing with tax 
exempt competitors, the position of the taxpaying company is decidedly 
ened It muv not be able to exmuind at all or o1 ivy to a Sil il degre 
tax-exempt competitor, although offering inferior products or the same 

higher prices to the public, can divert all its net earnings (not mers 

60 percent of them) to absorb the increased demand which otherwise 
» the more efficient taxpaying company, 

In any case, regardless of the problem of expansion, the higher the t 
ower will be the dividends on and the market value of stocks of taxpaying 
nesses, While the owners of the tax-exempt competitor receive higher divir 
on and higher market rice roits Securities 


The tauxpayving Corporatio s forced to comipete With one hand. so to speak 


ed behind its back by United States Government The tax-exempt company 


n these circumstances bas, in effect, a silent partner, the United States Treasury, 

hich now absorbs from 47 to 62 percent of its profits 

Today, most established taxpaying corporations cannot st new cCommon-sto 
ssues except well below the book value of their outstanding issues (normally, 
they would venerally sell new issues at or above the book value of outstanding 
SSues ) In fact, during 1949 only about one-third of all stocks listed on the 
New York Stock Exchange were selling above their book value, about one-third 
t less than 60 percent of book value, and another third : ‘j ranging f1 
OO to LOO pereent of their book value 


om 
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Dr. L. H. Kimmel says: 

“The importance of the corporate income tax to new and small businesses ce 
rives mainly from the fact that a high-rate tax seriously restricts the possibility 
of expansion and growth. The most vital aspect of the corporate income tax, as it 


affects the growth of small business, is that it restricts earnings available for 


expansion \ distinguishing characteristic of small business is that such firms 
generally do not have access to outside sources of capital To the extent that 
earnings are reduced by taxes it becomes more difficult to reach a point in size 
and net worth where outside capital might be attracted = * ° The preser 
rate schedule for the corporate income tax is an adverse factor in decisions of 
Small business concerning expansio! The fact that, if the expansion prove 
profitable, a tax ranging from roughly one-fifth to about two-fifths of net prot 


nay be imposed represents a positive deterrent and in some instnces may be the 


decisive factor rhe attractiveness of risky expansion, offering high-profit pos 
sibilities S generau essened in direct proportior to the tax lmpact on protits 
In the case of a sky expansion b small business, the Government shares 
the resulting protits, but the company bears the entire loss. If complete failure 
results, no compensation or offset for the loss is possible under the tax law. 1 
Sm businesses contemplating ich exXpansion, this is highly import 

Cons! lera 

All these effects are multiplied many times, when the taxpaying company 
in competition with tax-exempt organizations 
Replacen nt costs, dcpreci fion, dolla come, a | tares 

Lb; nesses also have their costs of living wl h have risen s arply over tl 
past two decades. They can usually pass on to their customers the increase 
in wage tes and raw materials through higher prices for their finished prod 
ucts. There are, however, some costs, which, as a general rule, they cannot pass 
ol 

rhe cost of replacing industrial plants, machinery, and equipment today is twe 
to three times their original costs, based on prices of the 1920's and 1930's. The 
Federal income-tax law permits the deduction, as an operating cost, of ar 
nonu | depre mtion reserve of, Say, 5.0 percent of original costs, The deductible 
lal reserve can be no greater than the amount required to recapture th: 
origi costs over the number of years of the estimated life of the plant an 
and equipment which will be worn out by use in, say, 50 years The law dos 
not allow tax deductibility for a reserve based on replacement costs higher tha 
original costs 

The effects of replacement costs, under such circumstances, are severe, and 


frequently, they are devastating, especially when tax rates have been high fi 





ears with resulting lower net profits after taxes As a consequence, Many con 
panies since 1942 have been reporting huge dollar profits, when in fact the 
economic or real profits have been much lower and in many cases were negative 
That is, real (economic) losses rather than dollar profits As a consequen 
they have paid more in taxes and dividends than they should have paid, and 
some cases, they have paid—and are still paying—both taxes and dividends ¢ 
ol rofits wl h don’t exist or are grossly overstated, i. e., out of capital or 
of past, previously taxed retained earnings. This condition is particularly tr 
of those companies whose plant investment is high in relation to their 1 
i! 1s 
\ company, whose original cost of plant and equipment was $100,000, 30 yea 

ago, has by 1950 built up a tax-free depreciation reserve in cash or other pro 
erty (at the rate of 3.5 percent per vear), equal to the entire original cost. B 
if the replacement cost in 1950 is $200,000 to S300.000—as is generally the case 


the company on replacement will suffer a capital impairment of $100,000 
$200,000, unless it has over the years earned and retained, as special additior 
reserves, sufficient profits after paying taxes on them to absorb this loss 

The retention of taxed profits, however, on such a seale for this purpose do¢ 
not in the meantime avoid the payment of taxes on fictitious dollar profits wl 


I I I nt ! 8. B Instituti (1950 
‘| ' . eort ’ } k to ¢ nd s plant and } 
« d ; 7 eT ke G , t nir t for feanee « mt nf ft eat | 
obt ; te of necessity from the U. S. Treasury, depreciate the entire cost 
the « nd equipment i D ° irs with tax deductibilit 
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may in reality be nonexistent or grosslv overstated. This situation is a most 
serious one to all businesses, but it is parti rly disastrous to those competing 


with tax-exempt competitors, whose tax-exempt profits give them ample protec 
tion against higher replacement costs 


ro make the situation of the taxpaying corporation even more difficult, the 
Federal Government still levies a penalty tax on “unreasonable” accumulations 
of corporate surplus (derived from retained ¢ g his indis ed 
profits tax’? was designed to prevent the withholding of divide pavments in 
order to permit stockholders to avoid income taxes payable ereol \ re 
tained earning nh ¢ es f 30 percent of the net profits (before taxes) of any 
1 yeur are suspect The penalty now is 2714 percent of the first S100,000 of 
unt sonable” retained earnings and 38% percent on the exce above S100,000 
The effeets of hizh income’ taxes and war and postwar rice inflation on 
business are clearly demonstrated by an analysis of the combine inl il reports 
of the nine largest steel companies in the United States for the 7 years, 14147 
by Ralph C. Jones (Yale University) in the Journal of A ntaney Janua 
149). These companies do SO percent of the steel business of the country. VP! 
fessor Jones consolidated the oefficial annual reports of these companies and 
converted their costs, profits, dividends, retained earnings, taxes, interest nd 
eapital from current d ir figures—in which they were reported nto a Comms 
mon dollar, thereby determining their real (economic) \ les 
He savs 
Business policic raat economic policies, tax po es since the ar have 
been predicated up net excessive, profit This analysis, howeve 
shows that real protits were far belo reported profits and well above reported 
dividend payments If s lar conditions « t in other industries, the dissip: 
tion of enterprise capit or at least the brakes o cCny i! eeu! ila ol cn d 
have serious Cconseque ‘ ior our econon The failure of ‘ Britisl people 
to understand and solve the problem of capit: replacement d expa on is 
unquestionably a their present plight \ e could o 
eve the United S he perios ead if tl ons reveal 
this stud el ‘ ramiin ‘ f ] es 
Ihe offi l ( t or the sT¢ co | ( re 
adjusted f j : ‘ hanges d expressed 1986-39 dolla ! a 
on the Owns ers { eB en f I bor S . } Depa ent of 
Lab rhe res . . re s ! ized as 
Phe e 4 ! \ ile While ft | sing power state 
hit ts i ‘ 4 ‘ ec ‘ showe 136-39 do irs 
cu | deo i | 
\ a Ss] e ned None of e ¢ lend out S 
by a substant ‘ ( ex 141 
Ny rot WHOM) \ ad dena ‘ rnd 
é of 
SOO OOOO) 
Wi | Wo o " sed only 
t g7 ) 1 dd 7 re d 
bixe l ‘ ( d I ‘ ssets deere ed 19 ‘ 
x 4 t i l 7 ‘ ry ‘ 
| ! et Te I er tha ad les ~ ne steel compa S 
el I ‘ . t i! ( t dditions ’ }? l nstea Ssullered i 
ctua Linnie of ie capit f 1!) peres nd paid t of capital the 





re of S400 00000) 
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dollar cost of making good the annual wear, wastage, and obsolescence of the 


facilities If to these figures, representing underdepreciation, there be adde« 


so-called profits reported as earnings on inventory valuation and amounting 
8.2 billion dollars in the same period, there has been for the last 2 years 
overstatement of real profits by these corporations amounting to 2S.4 billir 
dollars 

“Real versus reported pro its Now, if to these Z2S.4 billion dollars are adae 
the 24.8 billion dollars of taxes paid by nonfinancial corporations to the Fede 
Government during these 2 years, we have a total of 52.7 billion dollars. 7 
total so-called profits before taxes of this same industrial group were 62.1 b 
lion dollars. The real profits, therefore, after correcting for this inflat 
distortion, were the difference between these figures, or approximately 9.4 billic 
dollars—an average of 4.7 billion dollars per veat Compare this, if you w 
with the average annual industrial protits for this same group of 5.4 bill 
dollars during the five prewar years 

“Now, compare these %4 billion dollars of earnings in the 2 years of o 


country’s greatest peacetime production with the 3S billion dollars of illus 
and lust protits which the Government, labor unions, and statistical organization 
would have us believe were obtained 
Industry must reproduce itself The seriousness of the problem rrows 

of the fact that unless industry can effect, as a result of its operations, the meat 
with which to reproduce itself, as and when its plant and equipment are ws 
eut, our great industrial machine will gradually shrivel up and die For 
appreciation of the misery and suffering that would follow such a disaster, | 
nut Great Britain today 

This possibility of the dissipation of capital or stockholders’ equities throug 

, } 


pus ent of taxes or dividends on fictitious or overstated earnings becomes 
most serious in those fields here specially favored taX-exempt col ipetitors 


Valuat tarpaying and t pt competitors 

\ petitive advantage of tax-exemption rises out of the valuation 
busit . tions as voing concerns From tin ot t becomes nece 
to determine the values of profit-taking businesses for the purpose of sale, merg 
inheritance tax, or for rate regulation (of public utilities) The Supreme C 
] st t ipply any one method of m, but conside i evidence 
} 4 on, whethe brane wok value kK \ it “t 

‘ ( I e companys st ities original rep t en 
: f city) cos \ ‘ sed les of s ilar or comy* 
< ‘ iaithe ist nh eur vr Dp el hie nin which is be 
eva ‘ . he cay lization f net earnings of the ce pany 

Many ¢ ts and lawyers favor the ist method, earning power, pro 
over a ix do of vears and adjusted for trends and abnormalities (such as 
or depression when annual net earnings may be above or below normal or wl 
the record s Ws 2 constant rising or fa ne trend over the more recent ve 
mal ting wing ora declining company or a growing or declining indust! 

Arthur S. Dewing, for years professor of economics at Harvard Universi 
the outstanding authority on financial pelicies of corporations, says 

\ going business, the combination of permanent property, of current cap 


and of the intangibles, which here we have called organization, is not an 


vregate of producers’ goods, but an organized instrument for bringing wealth 
existence Consequently, the only way to determine the present \ 


of the combination is by establishing some kind of a ratio between the exchat 


value of the combination—fixed and current capital and management—and 
objective expression of this combination in the form of past earnings ; or, in ot! 


words, the capitalization of net carnings The idea behind it is simple, but 
practical application * is difficult Nevertheless, in spite of the pract 
difficulty . ’ the capitali ation of carnings is the only means at ow 
posal for determining the value of a going business Chis is because the hh 
ness, as a going enterprise was designed primarily to earn profits 
value is measured by the extent to which it conforms to this purpose | 
capitali fio) if earnings of a business ec ferprise ik the result of tico fact 
the earnings and the rate of capitalization.” |Italtics supplied.] 

This method of evaluation of a going business applies the only practical 
of any importance—the ability of a business to earn profits for its owners. 1 


I I f Corporations, A. S. Dewing (1941 1. T, p. 296 
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i determining the value of a going concern is first to de ter 


averuged over a pel iod of vears (with due al 


problem involved 
mine its net earnings 
abnormal years and for recent trends) and multiply the annual ave 
reciprocal of the rate of profit (on net worth) prevailing in the particular 
ndustry in which the individual company operates In a particular manufac 
field the normal annual return may be, say, 3314 percent or one-third of net 
to compensate for the reater risks involved in that 
a less risky field, and 10 or 5 percent in still less risky industries 

the particular industry, the higher the annual earnings 
company in the 


owance for 


uge bv the 


ing 
worth 
percent in 

fhe greater the risk of 
of its efficient members, but the lower the rate of valuation \ 
the safest investment, has the lowest rate of profit, and 


the field of the greates 


line of business, ZO 


east risky field offers 
is capitalized at the highest rate, while a company in 





sks enjoys the highest ite of profit and is « ipitalized thie owes t 
Company T, a taxpaying organization, made, say, an annual average net prot 
$100,000 before taxes and $60,000 after taxes at an average tax rate of 
1) percent over the past 20 years Meanwhile, company E, a tax-exe? pt cor 
pul so made an ( ue tf STOOL000 each year for the same per od, but mvs 
Xes Both operate I nh industry where the norma ite IS, Sa 
percel The value of company T, as a going taxpaying concern, would be thre« 
sits uveruge net earnings after taxes SO0000) ‘ STSO.000, while the value 
tax-exempt cor pMiTLS ] would be three ft nes 1fS AVE ige re ‘ ning ‘ 
taxes ($100,000) or $300,000. The value of E is 6624 percent greats than the 
ilne of T 
\ of} percent tax rate ould reduce T’s value to $150,000 or only 50 percel 
E's value, while a 20-percent tax rate would increase T’s \ le TO S240,000 
r SO percent of | ‘ \ tax of 100 p ent of T’s profits ‘ L 1x 
of time would reduce its value as a going concer? ‘ It would be w hile 
except for liquidation or for consolidation with a X-OXE , f 
conversion to a tax-exempt form of organizatior 
If the iX ‘ ‘ SO percel lu g W dW ik. 2 
té ‘ Ti ~ st " | ~ Tye ex ! \ Sty) che) ‘ ‘ 
| Vhich pay ne ‘ ermnins S3DOO000 "| I 
lt lt ihe dl ! The ! vet 
t ( enurs ( e oor the iN TRIN ty t vive 
e vulie hy “ C-ONG > ‘ ! 
1 ‘ Phe ypwote ntlhuer “ 
‘ ‘ nd dest ol ’ exe 
gani ons sl L in f l neing it xl ‘ ‘ 
When the coml l den of rporate mal yy . 
eeds that unde ‘ ve f n of organiza ! ! ershiy 
re iv ie I ves Tike orporate to ! at ( cL 
differentia I] eve ! such tendency ke by ed 
( ‘ selvy held ) ‘ For most large | nesses | ve nf 
uid not be } ble Phi Ivantages of the ‘ ! 
elgi he sig | nv tax differer i I] eve | 
‘ e tay yh ! e been a f for itive 2 - 
‘ t« hange fr 1) ‘ » the pel "4 f vn 
ncidence of the Federal tax on net incomes 
rhe question may be sked whether, in determ ning the value ff a business 
a gorge concern, if is proper to apply the formula to net earnings after taxes 
to net earnings before taxes 
The traditional theory has been that the tax on net incomes ! be shifted 
the taxpayers to their customers in the form of higher prices of their prod 
ucts According to this theory, the burden of the tax on net income falls upo 
e owners of the firm whether they be stockholders ol partners of sale 
oprietors 
If one accepts this theory, the formula should be applied to het earnings atte 
ixes, as Was done in the illustrations above 
Hlowever in more recent Vvears a new school of thought has developed It 
es not hold that the tax is shifted tn all circumstances It merely holds that 
e tax tends to be shifted and may be completely shifted in many circumstances 
(ne of the main arguments is that, since the income tax is upplied generally 
Paxes and Economic Ince Pp. o2 
Che Shiftir nd Incidence of Taxation, E. R. A. Seligman (1927). 7 18 


Effects e Federal Corporation Income National I: 
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there s no tax escape, no tax-tree field to which 


a corporation, a sole pi 
prietor, or a partnet! 


ship can escape, since all fields and forms of business a 
itv are taxed. On the contrary, our whole 


thesis here is that 30 percent or m 


of the entire gross volume of profit-making business transactions in the United 
states is tax-rree 
Therefore, in the field of competition with tax-exempt competitors, it should 
bye ' ously conceded that the burden o the Federal tax on net income 
nnot be shifted by the taxpaying competitor and its burden must fall upon 


the owne of the taxpaving organizations Consequently, the only rom 
prt! l ‘ I 
capitalization of net earnings is the 


method of application of the formula fot 
use of net prolits after Federal (and Si 





ate) income taxes 


j erel tion. valuation, mergers, and consolidations 
\ iX-« pt cooperative or mutual corporation earning, say, $100,000 pe 
ve rhe Y ‘ xes, or, Say, 25 percent of its net worth each year can be allo 
prolits to its member-stockholders retain all its tax-free profits f 
expal n to buy out competitors, or to undersell and compel them to liquidate 
ert to tax-exempt form o ganization If the prevailing corporate 


I 
ix ate is 50 percent, a taxpaying competitor with 


a net proft of 
e, but only S5O.000 afte 


ves would have a value, 


as a gomg 


eri ised on capitalization of net earnings) of (four times $50,000 
SMM) while the tax-free 


corporation's value would be $400,000. The latte 
e liberal and pay, say, $300,000 for the taxpaying competitor 

1) percent more than it is worth to the stockholde 
ind at once the purchasing company has a value 
tinue to earn S1O00,000 annually 


rs of the taxpaying company 
a Vi of $400,000 and will presumably 
which now becomes tax-free. Consequently, 
corporation can recoup the entire pure hase price, $300,000, out 
of the tax-free earnings of the purchased corporation in 5 years 


If it paid only 
SMM tf he taxpaying corporatiol all it is worth to the stockholders of 
I ‘ 1) Lio! the purrs hasing cooperative can recoup the full price out of 
hie free earnings of the purchased company in only 2 years In the prevai 
ne corp e tax rate had been 75 percent over a period of years, the value of 
the t g corporation would be only (four times $25,000) S100,000 to it 
ockh ers, but the tax-exempt competitor can afford to pay $150,000 for 
ned recoup the f purchase price out of the tax-free earnings of the purchased 
I ivear anda half. If it paid only $100,000 for the competitor 
u | chase price would be recouped from tax-free earnings of the 
purel ed company in a single year. 
Under such circumstances, if 


is no wonder that tax-exempt 


oters are today actively effecting mergers and consolidatior 


corporatior s and 


OXE t and taxpaying businesses, whether 


or hot cotnpetitive, on a sc 


enzied public utility holding company promotions of the 1920's. 
f. H. G. Guthmann, of Northwestern University, 


in a recent analysis 
( ‘ | | Exempt Business, considered this problem from a differ 
‘ Using the 1949 annual reports of corporations (opera unde 


only SS percent) engaged in various fields of busines 


: e relat ( both Federal income tax payments and net profits 
I itiel to theil respective total sales He con les: 
exempt cooperative in the retail grocery business could charg 


1.2 percent less than a competing business corporation and (st 


sf 


’ r its stockholders (as does a taxpaying competitor) 
rie ! mplement business, it could charge SO percent ess; ill the « 
nes o>.ed percent less: in the electrie ULLIITS busine ss, 6.3 perce! 

‘ When a cooperative is exempt , it can pay a patronage divider 

Od to the ercentage of (its) tax to (its) sales . . and still have 
h ea ft eft over as the ordinary (taxpaying) competing business co 

poration ha s its total net profit Such a competitive advantage is obvious 

bstantia f not overwhelming es 
These advant es are! 


a more than doubled when the corporate t 

SO percent, as it did during World War II and is likely t 

current rearmament program. 
\ ese are st 


ax rate rises t 
o do so again under the 


ious and overwhelming competitive 


advantages of tax e 
They ill on an inereasing scale 


force the liquidation or 
ixpaying competitors or compel them to 


Yely 


consolidation of 
seek refuge under the tax-exemp 


dt re a int meeting of the American Finance Association and the Ame! 
| no! Assoc on at Chicago, December 28, 1954; to be published in the Journ 
I 
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g to tax-exempt forms of business The ult 
term W bn ix-exempet Natic “ 
Vv nis per i d, finally, the conversix 
Pollst OHeCTLVISI 
CONCLUSION 
li eq table share of the herous tf cle 
VY unwarranted special pr ege grant 
tre enterprise society of co titutional cde 
t hie ss of revenues from the p eg 
t i | oulered no threat to Col 
offered no challenge to i coustit 
e creat and growl pidly each y 
( Federal ¢ ernment is lite 
( obtain evenues to b nice the 
e Federal Government one ¢ ‘ 
t Poday taXx-¢ el organ ! 
own Ss much as 25 percent of t ‘ 
‘ ‘ ‘ iaVv own oO percent or more 
tion ire dire von ctive 
( I I mbers te (] d eoor sé ( tt 0 
I or to seek refuge fror faxath throug 
LAIN nh 
W Cie I ( rile ve a Lp} ] 
‘ police s been concealed by our 1 d 
77 win rl cold-war emergencies The ra 
ulate lditional moment each vent 
‘ ‘ eur bv veur and as tax-eve to 
! e « our tot nation wean our 
I in ( hile the tax b (le! I 
( I inal cor rite the cdeprse t ( 
oft which is due pr >. 
ng, both of whiel ise out « ! 
( eri X-Iree Gover! ( eS 
‘ \ Os nh ae eTItIOn W re ‘ ! ce 
etitors tl ire stru ng, not only fe 
ic ‘ r chiladre the ‘ un ( 
l women nierite [rol ret 
nt tax subsidies to spe pI eg 
! hey trace nder the | . % l 
‘ bev Ss oI dd ons, f 
yur sing ibs, « t ele 
ership corpora he hie 
‘ thor es, wheth« the ris 
} Federal e 7 ve banks. 
( > to tree-ente prise pril role 
! distribution for ‘ nd not for profit i 
. s abi each in accord with his 
t them, despite any high-sounding phrase 
el In taXx-exel t lo continue to subs 
{ nad tot dest m oof our free I 
aT OF |] ate ¢ Prises 
f Conecress neve ntended to cde e 
ny rganizations. Nonprofit orgat t 
e specific and get e nonprotit | ! ‘ 
crue, directly or indirectly oO al 
( ber, they are not true nonproft R 
! itions should be re juired pay 
Ine-producing properties, owne } { 
I hess transactions whi oOmpete with 
on ot any type They shontad be reg 
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annual reports to all tax authorities—local, State, and Federal. These reports 
should require them to distinguish between all profit-making and nonprofit a: 
tivities and income. 

No bona fide nonprofit private organizations operating in the public interest 
can object to any of these restrictions All others have no right to object. 

Congress should repeal section 101 of the Federal Internal Revenue Code in 
its entirety, with all its 19 subsections. It would no longer be necessary and a 
genuine nonprofit private organizations can operate with full tax exemption 
where it is merited, without statutory provision. The exemption of dues, contri 
butions, and bequests is provided for in other sections of the code 

rhe Treasury should be forbidden by law to extend the detinition and priv 
leges of nonprofit organizations beyond those specifically laid down by Congress 
It should be directed to resolve all doubts against any self-styled nonprofit 
organization, with right of appeal from the Treasury ruling to the Federal courts 
Any taxpayer, whether or not a competitor of an alleged “nonprofit” organiz 
tion, should by statute be given the right to contest any Treasury ruling an 

an appeal, if necessary, to the Supreme Court rhe code should be amends 

» outlaw all present Treasury rulings 

The code should be amended by a redetini 

come as i nelude specifically all so-called patronage or member rebate 


ion of corporate gross and ne 


form, whatever they may be called or whatever their so-caller 

used by any type of mutual or cooperative. This step is neces 

their exclusion or deduction under present or future Treasury 
income 

the code sho d be amendet to extend the income tax 

itual fire and casualty companies, including all amounts 

policyholder me rs j dividends. This is necessary | 


nation a ist taxpaying stock companies 

tux exemption all income of a 
any commercial, industrial, or other prolit 
in direct or indirect competition with any 


n the United States 


ll 


tinancial ndustri 


business and f 


ntered into express! 
r indirect compe 
ons should be taxes 
Inpetitors 


ies should be taxed ; ‘ Sour of Feds i revenue, whet 


and operated by the loca fate. or Federal Governments 


ons could be resolved by: itual waivers The Congress 
(| give authority to all State and local governments t 
! ly * business activity on the same basis as any compet 
ixpayil rganization in their urisdictions In turn, all State 
monopolies other business activities should be required to pay all 
and Federal taxes on a nondiscriminatory basis 
All governmental agencies—local, State, or Federal—which, in fact, do cor 
pete directly or indirectly with profit-making and taxpaying private organi 
tions would then pay all local, State, and Federal taxes that must be paid by 
their competitors In addition, all existing Government agencies should be 
forced by law to cease competition with private enterprises In all cases, where 
they must compete with private organizations or suspend valuable and essentia 
hev should he compelled to keep their books of necount in accord with 
enforced upon private organizations, to cost their products and 
the same methods, and to sell them only at prices which include 
, Including all interest on capital, all taxes and reasonable profit margins 
ss these conditions are applied and enforced, Government monopolies w 
me preempt all fields in which Government agencies operate 
these remedies for both private and governmental tax-exempt enterprises 
applied promptly, the task will be relatively simple. If they are delayed 
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the possibilities of correction become less and less with each year of 
Any attempt to compromise will merely assure ultimate defeat 

The Kighty-tirst Congress showed great courage as well as keen understanding 
of the numerous and intricate problems of tax exemption and their direct 
indirect, as well as their short 


delay 


and 
and long-term consequences, in respect to revenue 
losses, unfair competition, monopolistic trends, and ultimate economic, political, 
ind social structure of our free society It took effective steps to deprive 
charitable, educational, and religious institutions, as well as labor unions and 
trade associations, of tax exemption of all incomes derived from profit-making 


business operations not related to their traditional or normal nonprofit: func 

ous rhe Eighty-second Congress can on a nonpolitical or nonpartisan basis 
mplete the unfinished task by putting an end to the clearly unwarranted tax 

exemption of the cooperatives of all types and all other mutuals They are 
ivowedly engaged in profit-making business operations rhere can be no basis 


n logic, law, equity, or economics for their continued exemption when the 
profit-making operations of all alti 


’ 


listic organizations and labor unions have 


ha 
already been subjected to their full burden of the costs o he Federal Govert 
nent Poday, no business organization should be allowed under any pretext 
to escape its full share of the incalculable costs of defending our constitutional 
democracy and our ree society at home and establishing a bulwark for 1 
entire Western We gainst totalitarian ageression which has already ove! 
ore than half the globe 
fj ‘ 4 ctua 7 ( 4 theory 
Underlying \ ous claim operative rporat that pa ! ‘ 
dividends are not part of their gross receipts or income re properly deducti 
ble for tax purposes is the basic requirement that cooperative dividends it 
rder to be deductible ust be payab * ul cle a iegzn Vy el t ble « I ul 
hligation uch as ion im the irters or bylaws of cooperative corpo 
Lions 
There are nume s decisions of lower Fede u e Supre ( I 
s we s adm ~ itive rulings an Pax Cou cle des ‘ 
of e tu obligation theor 
fhe Supreme ¢ ed that the taxable in ed w 
not be dl ! purposes by prior le y 
other R11 w | Peay) (% pensati Tics { peo 
‘ ] le iD oblig on to 1 it to al ‘ i 
‘ Oo FF. 2d G3 The « ‘ irt there suid lt eX] ~ ( 
ple truth that « ed comes are tuxed to ‘ 1 ! pit b \\ 
I hen nad une ‘ comes to those who own the property o1 cht tl 
! duced tl I se to whom their earners or owners ure ck t 
pay them.” In BOG I S. 60 (1935) the Supreme Court said “Tne t . ot 
he less the ‘ me of the taxpayer because by his com s 
, dires t ‘ performan of the Xpuave bligation 1 he 
hey 
| OU. S. 422 (1949) the United States Supreme Cour case where 
rporation contracted with its own subsidiaries, as siiles g 1 


equired them to pay to the corporation all their net profits Catter 
pel I I stock ) held the subsidiary compante 
porate income t nd said: “Nor do the contract 


s between Airco at peti 
oners become ‘agency’ contracts within the mean 


ng of our decisions Che Tax 
Court telt that the fact that Airco was entitled to the profits 
that the income ‘belonged to Airco’ and should not. for that 


euson, be taxed 
the petitioners. Our decisions requiring that 


income be taxed to those who 

arn be despite anticipatory agreements designed to preve 
ome in the earners, preclose this result 
In 311 U. S. 112 (1940) the Supreme ¢ 


nt vesting of the 


ourt said The power to dispose of 
ncome is the equivalent of ownership of it The exercise of that pows t 
ocure the payment of income to another is the enjoyment and, hence 1 


zation of the income by him who exercises it 
In effect the courts have held that (economic) it 


come is the product of capital 
r services and belongs to the owners of the capital which absorbs the risks 
involved in production of the income. 
One trequently hears, even from normally well-informed sources. particular 


teachers n the schools, colleges, and even law schools of the country, the 


pparently fair and logical statement that statutory tax 


eX! ipt ons should he 
revoked from al cooperat ves and othe! 


mutuals, but that all patronag 


age dividends 
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of both producer or consumer cooperatives are nothing more than price adjust 
d, as such, are proper deductions or exclusions trom gross income; th 
in favor of cooperatives or against any one because 
is deductions or ex: 


ments, al 
there is no discrimination 
nds to customers are available : 
to any business organization, whether cooperati 
the United States Steel Corp., the Great Atlant 


they say, patronage divide 
ve 


sions Trom gross income 
not, to the Ford Motor Co., 
& Pacific Tea Co., or any other company. 
They maintain that, if any noncooperative organization t 
to make distributions of its profits in the form of p 
to the annual volume of business 


funds are addi 


decides that 
good business practice atronag 
refun Oo al ts customers in proportion 
tr uctior ith each of them individually, such patronage re l 
tik | payments for products sold or merely reductions in prices of merchandise 
purchased l, as such, are deductible from its gross income, and are not d 


dends from its net income Consequel! 


tio! 


tly, they maintain there is no discrim 


i 

the y maintain f 

| of its net income 
rrocedure It 
ther it operat 

mor under the rate 

While appearing to be informed, log 
med, illogical, based on f 

nsible positions, b 


se problems. nevertle 


Mr. Esernuarrer. Is that a reprint of one of your articles which ha 
been i ibl ~ ec? 
yf 


Mr. Saxon. No: this is two chapters of at 


artic] 
] 1 } 

i) rhe 

Mr. Exertarrer. I am glad to have that straightened out. 
Nir. SSAXON, It has hot een published. Lhe entire mal 
l lable I » committee 1f you would like to see it. 


t 


SCTIP 


ild first like to say that I am professor of economi ind have 


~U years, al Yale. | could not teach taXatIoOn as | : | do 
| 


rate finance, organization, fiscal policy and 


to that. | have for vears tauelht commodity 
itions, and Federal regulation of bu 
ory work for “eVel | states 1 

‘ . 
ce am familiar with, ad for 


exemption. 
y new to me. and | 
lso here representing the N nal ix Equality 
mt assignment came to me in itally asa result of a 
e, Who Was in my courses 3 01 t years ago vhose father 
t member of that organization. He v 
on tax exemption before | Wilts appro hed to represent 


iwwion. al d | would have asked the l ioht to speak here whethel 


-on behalf of the association. 
I to duplicate wh if | is heen sarc here today. I ani voy 


j 
‘ : 
noch! 


is fullv consciou 


ik primarily, if I may, to what you may call the economic income 


of cooperat ves and other mutual orgvaniZ itions, a dwhat I Say apple 
buat to mutual 


lv t irm cooperatives, consumer cooperative 
of all types. 

at tax ¢ xemption is something which not 01 ly should be 
cooperatives and mutuals completely, but it also should 


rennove 
ha lie ill publicly owned utilities, whether local, State, o1 
sii) that not because of the tax revenue involved. but be 
compet tive advantages which they have. and the com 
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petitive effect which they are having on private taxpaying organiza- 
tions. 

Tax exemption in Europe over the past 30 or 40 years has resulted 
in the slow elimination of private profit-making organizations In in 
dustry after industry, to the extent that in many of them, private in- 
dustry has been totally eliminated, and in others a monopoly ranging 
any where from 50 to 60 percent has been established in various Euro 
pean countries. 

Tax exemption and the cooperative form of organization was one 
of the major reasons for the acceptance of socialism and communism 
n large areas of Europe. We already have had 38 vears of tax exemp- 
tion in this country. It started in with corporate rates of only 1 per- 
cent. and we ive seen those rates Increase to a maximum of SO per- 
cent in World War IL. During that period each increase of tax rates, 
tax exemption has become a gvreater and greater competitive advan- 


tave. \ a consequence, tax-exenipt organizations have crown 


leay = and boune Ss, part cularly in those vears of high war rates, Pro- 
gressively both small and large organizations competing wit! 


y 
] 
I 


exeliption have been forced to liquidate, to merge W ith. sell out te . 
take the form of organization of tax-exempt institutions. 

We have today ilre uly in this cow try certain fields that are almost 
preempted by corporate monopolies of a cooperative type. That is a 
very small group today, but there are many fields where there is with- 
out doubt as much as 20 to 30 percent of the volume of business done 
today now being done by tax-exempt organizations. 

I think Lam also safe in Saving that there are no accurate estimates, 
no official estimates even. that approx mately as much as 2d percent of 
the total property of this country is today owned by tax-exempt i 
stitutions. The president of the Borough of Manhattan of New 
York City, within the last 3 months, has issued the results of a 2-year 
study of tax exempt property in the boroughs of New York. and he 
found that 51 percent of all land area of Manhattan was owned by 
tax-exempt Institutions, and 49 percent of all the land area of all the 
five boroughs. 

Now. that is not tyvpl al. oft course, but it shows the extent to whi h 
ve have already gone down the line of property exemption in this 
country. 

Now, I am going to confine the balance of my remarks to two phases: 
What Is econonl hneome, what is dollar income, and wh it IS taxX ible 
income of any business organization, and the second is, what are the 
mmediate competitive advantages of tax exemption / 

Now, with regard to the first, no country makes a distinction be- 
tween the income, whether it is a Tass income or net income, based 
upon the form of organization that makes that income. It is the 
same Income, orTross or net, whether it is made by a charitable institu- 
tion, a labor organization. a farm cooperative, a shoe factory. or a 
steel mill. It makes no difference whether it is made by a partnership, 
a corporation, or an individual. 

The capital of ar \ entity is its own capital. The eross income of 
any entity is its own gross income, and the net income is its own net 
Income. The differs nce between Yross receipts of any organiZation, 
and the gross income of any organization is whether or not among the 
CTOss receipts there are dollars recelved which belong to others. whi h 
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have come into that entity as trust funds or agency funds, and do not 
belong to it. 

Therefore, all gross receipts less such agency or trust funds that 
belong to others, are the gross income of the corporation or the part 
nership, whether it is a cooperative or otherwise. Every organizatio 
has costs of operation, and the difference between gross income and 
cost of operations gives you the net income. It makes no difference 
again whether it is a shoe factory, a hospital, a labor union, a farn 
cooperative, a mutual savings bank, ora steel mill. 

Now, the next question is this: What is capital and what is income ¢ 
Much of the confusion that arises out of this whole problem arises 
out of a failure to understand or to admit what is the distinction bi 
tween property on one hand and capital on the other, and what 
the difference between income and profits. We use the term “prop 
erty” rather loosely. If I invest a thousand dollars in a corporation, 
whether it is in the form of stocks or bonds, the thousand dollars was 
my capital, but the minute I put it into a corporation, if becomes the 
capital of the corporation. I have a property claim against thi 
corporation, a conditional or unconditional claim, but what was my 
capital is no longer my capital. It has become the capital of the 
corporation. And it makes no difference whether I contribute that 
capital to the corporation in the form of a stock purchase, a bond 
purchase, or whether as a member of a farm cooperative I leave 
that cooperative my so-called patronage dividends, or whether | 
have ho choice and they are held back by the cooperatl e corporatio) 
without giving me an opportunity to express an opinion whether | 
should leave them in or not. 

In other words, lookmg at it from the point of view of the capital 
of the cooperative corporation, it receives its capital from its stock 
owners, it may borrow money from the Government or other source 
it then owes money to those sources, but the money which it receive 
as loans or stock contributions become its own capital. Any conti 
bution by a member of the farm cooperative, whether it is in the 
form of script, which is allocated to him, a stock dividend which may 
be viven to him, or any other credit that is established on their books 
remains as the capital of the corporat ion until it is paid out. In othe 
words, even the income of the Col poration W hich might be distributed 
as income becomes the capital of the « orporation if it is retained ar 
not paid out, regardless of what form that retention takes. 

Now, if we bear in mind the distinction between the capital ol 
corporation, and the capital of those who invest in a corporation, | 
think it would eliminate a lot of the confusion that arises in the fiel: 

The next thing is, what is income? The economists divide incon: 
into three or four classifications. You have income from land whic! 
is called rent. You have income from money which is called interest 
You have income from services, personal services, which you eal 
wages. Wages of management are also income from services. An 
then we have what is called profits. Profits are only the result 
of risks which are assumed by capital. Without risks, there woul 
be no profit. We would have pure interest, that is, income fron 
money without risk. We would have pure interest. That is incon 
from land without risk. We would have pure wages. That is incom: 
from personal services or management without risk. But we do not 
have i riskless world. In every one of those elements there is ris 
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of nonpayment and risks of all sorts of revolutionary changes, and 
consequently what we call income is a composite of riskless interest, 
riskless wages, riskless rent, and risk which capital assumes. 

Now, who assumes these risks ¢ It is not the stockholder ofa corpo 
ration who assumes the risk of the corporation. li is the capital of 
the corporation that assumes the risk that the corporation assumes. 
Therefore, it is only the corporation that earns the profit, It is not 
the stockholder that earns the profit. He has a claim against the 
corporation perhaps under certain conditions to a redistribution of 
the capital of whatever is left after the budget is taken care of. Or 
he may have a right under certain circumstances to a distribution of 


dividend. But it is a conditional right. And the same is true of the 
cooperative or the mutual corporation, The member or the stock- 
holder does not assume any of the risks of the cooperative corpora- 
tion. The cooperative corporation assumes its own risks with its own 


capital, All the income that it earns is its own income. Whatever 
the gross income 1s less the cost of operation of the cooperative 1s 
its net income. And what it does with that income, that is the ques 
tion of distribution of income after it is earned. 

Under that analysis, I should think that you can readily see the 
distinction, or rather the lack of any valid distinction between the 
Income of an ordinary corporation and the income of a cooperative 
corporation. Both have capital which they have derived from various 
sources. Both subject themselves to risks of production and distribu 
tion and other activities that involve the possibility of profit and the 
possibility of loss. Both go into the ventures for the possibility ofa 


profit. Both have costs. Both have gross profits less costs which 
give them net income. And the distribution of that net income, 
whether or not 1t Is illocated in advance by contract, is a distribution 
of the profit of the corporation, whether it is a mutual or a coopera 
tive or an ordinary corporation. No matter what you may call it, it 


is mere distribution of profit that has already been earned by the 
‘ apital of the cooperative, or the ordinary corporation. 

Now. the final point that I want to make relates to the tax or 
rather the competitive advantages of tax exemption. Lara ly t is 
on a theoretical basis, but already this afternoon we have had illustra 
tions of the practi al effect of that. If a tax rate ts, say. for the sake 
of simplicity, 50 percent, and two corporations operating in the same 
field, one tax-exen pt al d the other not, with the same « ipital, assum 
Ing the same risks, ul d presumably of the same efficient management 
will produce relatively the same amount of profit. 

Let us assume, therefore, that the two cor porations earl each SLO00,000 
before taxes. One will have a net after taxes of $100,000. The other 
will have a net after taxes of only SD0.000, And consequently, from 
an investor's pornt of view, the one corporation is worth twice a much 
as the other corporation. 

Secondly, the poss bility of expansion of the first corporatiol that 
s tax-exempt is twice that of the corporation that is not tax-exempt. 
lf you have raised the tax rate to 60 pereent, 1t 1s no longer a Z to 
lL ratio. It isa 21. ratio. If you raise it to 75 percent it becomes a 
{tol ratio. If you raise it to SO percent it is 5 to 1 ratio. 

Taking that into consideration, let us suppose you have two corpo- 
rations, each in the same field where, we will Say for the sake of 
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argument, the normal return before taxes is 20 percent on their net 
worth each year. On the basis of capitalization of earnings which 
a method of determining the value of a going concern that is used 
today, rather frequent lv, and is generally accepted to be probably the 
best method of the determination of the value of a corporation, 
corporation 1n the 20 percent field would be capitalized at five times 
its earnings. ‘Therefore, if a corporation is tax-exempt and ear? 
$100,000 a year, it would be worth $500,000 as an investment. If it 
hot exempt and pays yO percent to the Federal Crovernment, its net 
worth would be only SOOO00 a vear, and therefore its net worth o 
ato 1 basis would be S250,00, just one-half of what the tax exempt 
corporation is worth. 

Now, from the point of view of merger and consolidation or absorp 

on of il ompetitor, you can see then that the non taxpaving COrpo 
ration, say Corporation A, which is tax-exempt, being worth half 
million dollars, could pay, Say, S3500.000 for ¢ orporation B. the tax 


maving corporation, pay S5D0.000 more than its worth to its own stock 


Rind und still pay for that purchase out of 3 vears of the profit 

the corporation that has just been bought at a 50 percent tax rate 
That is the reason why there has been such a large amount of mergs 
ind consolidation in the field of the tax exempts in recent years. It 
will continue so long as the tax exemption exists and the higher you 
put the tax rate, the greater the incentive there is in that direction 

\ corporation that has to compete under those conditions is face: 
with three alternatives: liquidate, sell out to a competitor, and havi 
It pay for it ithin r 2 years, convert a taXx-exemp 
organization itself, 

Thank you. 

\Ir. COOPER. Does that complete youl sfatem 

Mr. Saxon. Yes, sir. 

Mr. Cooper. Any questions ¢ 

Mr CURTIS. Just one, What Ss your «a fn lon 2 tax exempt 
corporation ¢ 

Mr. Saxon. A tax-exempt corporation is one h is either totally 
exempt under section 101 of the Revenue Code or one which is exempt 
or totally under Treasury ruling. 

M[r. Curtis. The repeal of section 101 (12). 

\Ir. SAXON, That would hardly scrateh the s irface lll der preset 
Treasury rulings. 

Mr. Curtis. What is your analysis of thosé Treasury rulings ? 

Mr. Saxon. That they have accepted a lot of fallacious double-tal 
which means nothing, which are simply unjustified rationalizatio 


of the fact th if corporatiol = do h ive Theos s, and they are rational 


Ing them with systems that do not. It is a rationalization of 
] umerable claims of that type. 

Mr. Curtis. There is no statute enacted by the Congress—— 

Nir. SAXON. All the worse, 

Mr. Curtis. That was the first part of my question. 

Mr. Saxon. I am soi ry. 

Mr. Curtis. There is no statute enacted by Congress that will pet 
mit any orporations with earnings of SLO0.000 to keep SLOO.OO0, 
there / 

Mr. Saxon. Yes. Any farm cooperative that is exempt under se 
tion 101.12 would be fully entitled to that either directly or indirectly. 
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They are allowed to set aside necessary reserves under the Statute, 
and the Treasury has so defined that. that anything they Say 1s neces- 
sary for expansion of plant equipment, replacement, and all that, plus 
the fact that they can retain all their income if they merely allocate 
it in the form of seript or credits and not pay out a dollar. 

Mr. Curris. I was referring to the statute. The statute does con- 
fine it to ne essary re isonable reserves for ne essary purposes, 

Mr. Saxon. Yes, but the Treasury has gone further and allowed 
the withholding of the balance other than the necessary reserve if it 

: credited in form of seript, either stock cli idends, debenture cli id- 
ends, long and short-term notes and book credits. 

Mr. Curris. In other words, your definition of a tax-exempt cor- 
poration would not be confined to those that are tax exempt under the 
statute. 

Mr. Saxon. Not at all. I think that most all of the mutuals and 
cooperatives could have almost as much tax exemption without 101.12 
as they do with it. | Say that after considerable study, Sir. 

Mr. Curtis. Do you represent the Tax Equality League ? 

Mr. Saxon. I do. 

Mr. Cr RTIS. Chey have retained you for that purpose 4 

Mr. Saxon. Yes; they have. 

Mr. Mason. Mr. Chairman. 


Mr. Coorrer. Mr. Mason of Illinois will inquire. 
’ 


Mr. Mason. I have just one question, Doctor. because I had a little 
of this theory of taxation myself, and I could follow your analysis 
quite well. My question is this: Would not 90 percent of all of our 
trouble as to competition between tax and untaxed organizations be 


done away with if the Treasury itself would limit itself to a common 
sense interpretation of 101.12 ¢ 

Mr. Saxon. Yes; I agree with you fully. Years and years ago 
when tax exemption was nominal, it hurt no one, and it became more 
or less an accepted thir “r for the Treasury, and both Democrat Cc and 
Republican administrations did it, to stretch the meaning of the words 
because nobody was hurt by it. Later Congress ratified it. 

Mr. MASON. And tl e& that hurts so much these days, and did 
hurt bia k nh Worl . is the treme! clo Is lnerease In the rates 
of taxation whicl makes tl Ss competition between the so much more 
unequal, is that 

Mr. Saxon. That is right. 

Mr. Mason. That ill, Mr. Chairman. 

Mr. Coorer. Mr. Eberharter, of Pennsylvania, will inquire. 

Mr. Eneruarrer. Professor, I followed you fairly closely. I as- 
Sume then that you would favor this committee recommend ne to the 
( ongress that it also get some revenue from the mutual savy Ing banks, 
and also from the building and loan associations ? 

Mr. Saxon. From every mutual form of organization, if they are 
profit making and competing with taxpaying organizations, I do not 
think today unde present conditions they have any right to have any 
special pl ivilege. \\ het corporate rates are as high is they are, and 
individual rates probably going much higher than they presently are, 

Mr. Enernarrer. And you feel that mutual banks are really in 
competition with the stock banks? , 

Mr. SAXON, They are voing in much more competition in every 
one of the fields. whether it iS ( redit union or the production credit 
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organization or what not. They are grow ing much more rapidly thar 
the other tax pay ing savings banks. 

Mr. Esernarrer. And they are in competition. 

Mr. Saxon. Definitely. 

Mr. Eseruarrer. The building and loan association you feel the 
same Way about that ? 

Mr. Saxon. I do. 

Mr. Esvernarrer. I do. 

Mr. Ie BERHARTER. And the so called credit unions the same / 

Mr. Saxon. Yes. The reason they are multiplying in numbers 
due tot he fact that there isa compet itive advantage. 

Mr. Evernuarrer. In other words, a mutual savings bank is able to 
otfer better terms insofar as loans are concerned because of this tax 
exemption ¢ 

Mr. Saxon. It gives a higher vield on the deposits, or if it is an in 
surance company, a lower premium or a higher dividend than the tax 
paying organization can afford to pay. 

Mr. Esernarrer. Thank you very much, Professor. 

Mr. Coorer. Mr. Reed of New York will inquire. 

Mr. Ry ED. Doctor. | am certainty elad to see you. You and l have 
been acquainted and good friends for many years. 

Mr. Saxon. That is rnght. 

Mr. Reep. I certainly enjoyed your presentation here, and whil 
I do not agree W ith you on some phases of it. I do not want to see the 
farm cooperative destroyed. 

Mr. Saxon. Neither do I. 

Mr. Reep. I do not want a wedge to take away the exemptior 
which has meant so much to the development. I do not agree with 
you with regard to the fact that we are dealing with exactly an entity. 
I believe with a real cooperative that is organized, as such, a real farn 
cooperative where the farmers put their farm products into the hands 
of this agency, and the agency after salaries are paid and the othe: 
expenses of marketing their product subtracted, return the balance, 
whatever is left. to the patrons, and then when it comes into their 
hands, if it puts them into a tax bracket, they pay the Federal incom: 
tax. I have seen the perfectly wonderful transformation that has 
come to western New York as a result of the farm cooperatives 
Usually t! ey come about because there are certain elements in busines 
that gyouge the farmers to the point of eXasperation and often ruina 
tion: then they finally get money together and build up their co-op 
and market their own product through their co op agency. 

Take as an example grapes and dairy products and other fam 
products, it was not many vears ago hefore the cooperatives were ol 
ganized in the district that the farmers with perishable goods had 
to take what they could get. It has built up the fine farm sectior 
that you are familiar with. I know you are one of the able speaket 
of this country, and you probably have spoken there. 

I want to say that I always admired you and [am glad you came 
before this committee. In fact, I would be honored to have you 


give a cood Republican speech on the tariff. 

Mr. SAXon. You vive me the chance and I will be here, sir. 

Mr. Coorer. Mr. Martin, of Iowa, will inquire. 

Mr. MARTIN. Professor Saxon, I get from your discussion here 
that you are a strong advocate of applying a uniform tax without any 
exempt ions to all things called corporations. 
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Mr. Saxon. Yes. 

Mr. Martin. And you draw some line between the corporate form 
and other business entities. 

Mr. Saxon. I should say wherever you have a partnership that isa 
genuine partnership, it should not -be subject to the corporate tax. 
I understand the present corporate tax does include certain corpora- 
tions that have certain peculiarities. But | personally feel that the 
corporate tax should be limited to those entities that are given limited 
liability by the corporate status. 

Mr. M ARTIN. From the accounting approach, I have had a difficult 
time picturing the wot itive as a corporation as exactly the same 
entity as business organizations we commonly call corporations. I 
have had difhi ulty in trying to fit a corporate accounting system to 
the one year cycle of the cooperative, That leads me to wonder if w 
would not be guilty of trying to go perhaps too far in applying the 
tur principle to all business called corporations, and lump them in 
me basket and consider them as one type of business entity. 

Mr. Saxon. If a corporate organization is a linbil ty toa coopera 
tive, then it should not take it. It should escape the corporate tax 
by organizing as a genuine partnership. But it only takes the cor- 
porate form and ought to have the risks venture limited to the « apital 
of the corporat on, and not be able to reach the capital of the mem 
bers of that corporation. 

Mr. Marrin. It seems to me that there are some groups of 
ness interests that migh t not be exactly deseribed us corporations or 
is partn e rships to which thi sarguiment of vours would apply equally, 
indi if we are going to do this job thoroughly, mavbe we should exam 
many other possible business entities, and put them all into one 


} 


HUIS! 


Ihe 
hopper, and apply a uniform tax. 

Mr. Saxon. You already applied the partnership where the part 
nership has certain peculiar features 

Mr. Martin. I know. 

Mr. Saxon. It is applied to trusts. It is applied t situation, 
with the exception of the tax exemption under Treasury : or 
inder section 101, the Supreme Court has said that taxes are levied 
on those who earn them without reference to how they may con- 
tract for the distribution of them. 

Mr. Marrixn. Your suggestion that we consider all things capital 
regardless is rather intriguing. I would have to examine that a little 
more fully. 

Mr. Saxon. The distinction between property and capiti al is one 
which is not mere by itechnical one, ut one very few people appreciate. 
We are so inclined to think of stocks and bonds as capital. They are 
i but contractual obligations some conditional and some un- 
conditional. They are not capital per se at all. They are merely 
claims on capital. 

Mr. Marrix. I had the feeling that we have written our tax laws 
without your concept in mind. If we attempt to take our present 
body of tax laws, and apply it bodily with your concept, we would 
ome out witha result somewhat out of joint. 

Mr. Saxon. I think so. 

Mr. Marrry. You have told us to make a pretty thorough over 
hauling, not only of the various business entities, and bring them into 
lock step here, and to rewrite the tax law from a different approae h. 
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Mr. Saxon. [agree with you. I think there ought to be a thoroug 
overhauling of the tax structure, State, Federal, and loeal. 

Mr. Marrin. And in doing that. it is your idea, if I vet you cor 
rectly, that there is no economic or social justification for any exemp 
Lions, 

Mr. Saxon. That is right, not in these days with the rates as high 
as they are. Remember, under Mr. Truman’s maximum estimate for 
the next uncertain period 10 or 15 years, we may be taking for the 
Government as much as 49 percent of our national income based on 
last year’s income, if you add State and local expenditures to his 
estimate. 

Mr. Marrin. You see, I should tell you, I suppose, why I disagn 
with you on that uniformity. [I saw the other side of this picture be 
fore these exemptions came il to being. and | personally witnessed 


ee 


farmers in helpless positions. They were victims of seasonal manip 
ulation of the price of the things they had to sell. They had no fa 
cilities to store certain farm commodities, even if they could afford to 
hold them. 

Mr. Saxon. [agree with you fully. 

Mr. Marrin. Now, we come to the point where there is some eco- 
nome jt stification for some exemption. 

Mr. Saxon. You are thinking of years ago. 

Mr. Marrin. I have a very live interest in the farms, and I can 
picture, with the absence of the war structure that we hope is a very 
temporary and passing thing, we could quickly get ourselves into 


quite a dilemma. 
Mr. Saxon. That is not the point Iam making. 
Mr. Martin. When we write tax laws, we do not usually write them 


for quick ups and downs. 

Mr. Saxon. In the 38 years of tax exemption we have gone a long 
way from the monopoly of the local grocery store or grain merchant 
e. We today, without doubt, have, I do not think you will 
highest standards of living in agriculture in the world, th 
arketing facilities for agriculture in the world, the best credit 
eS, the lowest interest rates, the evreatest Kederal aid ot any na 
Wo! ld. ana mn addition to that. no one ol jer is to the coop 

ris that they be put ona competitive bas 


we are askin 
which | recognize and which you ind Mr. Reed recog 
exists. If it comes back, then I would change my 
‘kly as you. But we no longer are in that situation. 
oss the board to the field of thrift and sav ings and the 
loan association, credit and interest rates are the lowest 
. savings today are accumulating: 85 percent of our total 
to those who earn less than $5,000 and the great bulk of 
ys are ln that group, which isa radical change from 20 or 30 

years avo, 

Mr. MARTIN. When we make the leap back overnight and try to 
Implat tatax structure bodily over on these various entities that have 
pecularities and differences, we do that at our peril, and the effect 
that it may have on Mr. Farmer may be disastrous. 

Mr. Saxon. I am not saying, sir, that you would not eliminate in 
efficient cooperatives. 

Mr. Martin. I can no more think of making such a plunge and ap- 
plying a flat prégram to all types of business entitiexas you suggested 
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here than I could agree with a lieutenant colonel in World War I 
when he gave the bandmaster a bawling-out because the trombone 
players were not moving in exact unison, as they went by the review 
ing stand. 

Mr. Saxon. I want to ask you and Mr. Reed a question. He was 
speaking of the great work that the cooperatives have done in the 
perishable goods tield. No one will agree with that more readily than 
I. ‘They have done a marvelous job. You take the California Fruit 
Growers Association. There is nota more eflicient organization in the 
world. It probably does close to half a million dollars’ worth of busi- 
ness a year. What its profit is I do not know. It has never pa da 
dollar’s worth of taxes since it started in business to the Fed ral Gov 
ernment. It could afford to pay taxes just as well as any GI farmer. 
You ire not going to destroy tS ¢ ficiency by subject n It to a tax. 
It is already 1 mo opoly. I do not even object to that. Con eress has 
fiven special Pry leat " gviven farm cooperatives special pris leges 
under the law. I do not object tothat. But I do object to your permit 


t 
} 


ting strong, healthy, virile organizations that no longer need tax 


zed Federal 


—_ 


exemption to engage in what is nothing short of subs 
lies hnsing to destroy their competitors. 


Mr. Marrix. Wor ld you agree to any modification of vou position 


‘ (oll 
to the extent of writing the vardstick to permit this exemption to apply 
to some of those who ar Ost ipt to be n need 7 . 

Mr. Saxon. I think all vou would do bv that de ould be to per 
mit ef] ent ore Zritio who |] ive no j tihcat po! 
ditions te ry 


Mir. Marvin. But t CXCMIPLLOl mav bea lifesavet | if it | 


i { 
im talking about, is true at the beginning of 0 
Mi : Ne Vi nave as nv A Te i 
clay Many ar { d many would go by t bon B ( 
ellicient we perform the fm tte ! ( 
lewel 
Mir. Marrin If re il eeonomi purpe r tao » be 
ompletely efl t to justify its existence. — 
Mr. Saxon. Unk vou want to destroy the ba of fre 
ociety, which petition, and substiute monopoly for it. \ 
will eventually mea Government monopoly of ever I 
Mr. Martin. Some of our farmers would have difliculty gett g to 
the location of an eff it cooperat Ve f you put ton that ba : | ey 
have to patronize what available in their community. I cannot 
draw a line based solely on the efheienecy of the orgal IZAatlor is the 
test of the econo justification. A vailability and quality of service 


are important and there are other factors. 
Mr. Saxon. Do you see any justificat on in hay hg a strictly lo il 


farmer marketing association owning oil wells in Texas? 
Mr. Marrix. You have not read the hearings the last few ye 
ol this committee. 
Mr. Saxon. I have, sir. 
Mr. Martin. When an organization was here boastiy ¢ about sailing 
the seven seas with their oil produced in the Midwest at the time we 


| 
were facing poss ble ration Ine of oil in LO47, | believe. We were 
threatened with iratiol ng of oil in our country. and they were boast 
ng here in the hear ngs, thei sailing the sevel Seas, Do not pla 
1 1] that corner, pl se, 


ce 
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Mr. Saxon. I say there is no limit to the expansion of any tax 
exempts today if you do not put any limit how far it can go, eithe 
backward or forward in its integration. 

Mr. Martin. We could conceivably draw some yardstick here fo 
a fair application and recognize the justification economically of som 


exemptions. a 

Mr. Saxon. If you went back to Mr. Reed's origin: al cooperative of 
the true agency cooperative, then I think you could be fully justified 
But you would have to dispose of the speculative phase of your co 
operative actions today when they buy and sell, take market risks. 
not only in the commodities on be hs lf of their own customers, but gO 
into the manufacture of tractors and development of oil wells and 
refineries. 

Mr. Martin. Iam glad you agree with me to that extent. 

Mr. Saxon. If you get bac k to the strict age ney. 

Mr. Marri. I thought you had the idea of sweeping off all exemp 
tions. 

Mr. Saxon. I think it would probably be better. But if you want 
to limit the strict agency operation and limit it to certain funetion- 
only, I think you might find a basis of compromise there. But you 
will never find it on the basis of Mr. Snyder’s proposal. 

Mr. Martin. I am not using Mr. Snyder’s proposal as my credo, 
I will guarantee that. 

Mr. Coorrer. Doctor, let me inquire briefly for information, and to 
try to clearly understand your position. 

Is it your position that there should not be any tax exempt organi 
zations or institutions in the country ¢ 

Mr. Saxon. If they are profit making business organizations. 
would exempt labor unions, charitable institutions, educational in 
stitutions from all of their income other than that which is in direct 
competition with tax paying businesses. 

Mr. Coorer. Then you would provide for tax on all religious, char 
table, and educational institutions to the extent that they have income 

Mr. Saxon. Income from profit-making properties. 

Mr. Coorer. We had a hearing on that subject some time ago and 
as I recall 

Mr. Saxon. Do not misunderstand me. I would not tax their nor 
malinvestment portfolios. But if they own Macy’s Department Stor 
or John Smith’s Grist Mill, they should pay a tax on that, just as if it 
were owned by you or me. 

Mr. Coorer. Suppose they had large investments in stocks and 
bonds, and received large income ? 

Mr. Saxon. That is not in competition with the private enterpris 
They are sup » ilving capital for private enterprise when they do that 

Mr. Coorer. But you would not exempt any investment income 
thev had ? 

Mr. Saxon. I would exempt all ordinary investment income wher 
thes do not vo directly into business. If they invest their capital 
profit making organizations, that is all right. but where thev vO direct 
ownership and operation, that is another matter. 

Mr. Coorrer. How about stocks and bonds and securities ? 

Mr. Saxon. The ordinary institution would not think of owning a 
much as 2ors percent of any one corporation, and could not contro 
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They are only after income. They are not after a competitive advan 
tage over some other fellow. 

Mr. Coorrer. Then there are no investment securities held by any 
religious, charitable, or educational institutions in this country, is 
that your opinion ¢ ; 

Mr. Saxon. | would not say that, sir, but your recent iction of sub 
ject ing them to taxation, many educat ional Institut ions In this country 
held properties that were escaping taxes at the Federal, State. a d 
local level. and were destroying the competition just as Vik lously as ll 
the not too distant future we will see it vo on ina wholesale scale in 


the cooperatives, 

Mr. Coorer. Are there any other questions ? 

If not, we thank you for your appearances and the information you 
have given the committee. The committee will stand adjourned until 
10 o clock tomorrow morning. 

( Thereupon at 6:05 p. m., the committee recessed, to reconvene ri 
day, March 2, 1951, at 10 a. m.) 
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FRIDAY, MARCH 2, 1951 


House oF REPRESENTATIVES, 
COMMITTEE ON Ways AND MEANS, 
Washinatoi i dD, ( 

Phe committee met at 10 a. m., pursuant to recess, in the Ways and 
leans Committee room, New House Office Building, Hon. Robert L. 
Doughton (chairman of the committee) presiding. 
The CHatrMan. The committee will please be in order. 
Che first witness this mornime is Mr. red V. Hen kel. M Ssour 
irmers Association, Columbia. Mo. 
Mr. Heinkel, will you give your name and address ard the capacity 


wihich you appeal to the ste ographer, for t ie he} efit ot Tie record. 


STATEMENT OF FRED V. HFINKFL, PRESIDENT, MISSOURI 
FARMERS ASSOCIATION, COLUMBIA, MO. 


Mr. Hetnkxevr. My name is Fred V. Heinkel. T live in Col bia. 
Mo L am president of the Missouri Farmers Associat 
Phe CHairMAN, About how much time will you require 
Mr. Hemnixen. About 25 minutes 
The CHarrMan. Will vov tiv to keep it in that time as we have a 
etty long calendar t day Will ye u proce i, please 
Mr. Heinen. Lam president of the Missouri Fai mers Association. a 
rmers cooperative a ition composed of approximate Vy 500 Tarme! 
Derative sso tLLoOl \ ( 
ual farmers. 
[ think I should 1 se here to say that T am appearing here as a 
rmer and as president of the Missouri Farmers Association. Ia 
a lawyer; [am not an economist; [am not a tax expert. I will be 
d to answer any questions that I can: but if they are of a legal na- 


1 are owned by more than 130.000 ind 


J 


a} 
iil 


e, 1t may he necess ry to refer them to someone who is qualified Lo 
wer that type ol question. 

We deeply appreciate the opportunity of eppearing before this 
mittee to answer the charges of the enemies of farmers and farmer 
peratives and state why we think the tax status pertaining to 
mers oOperallve ss! ould hot be changed. 

| considering the matter « f the tax status of farmers cooper itives 
committee al d thre Congress should, and | abi sure W I]. vive 
ry attention to the reasons why the Congress for years past 
nder both Democratic and Republican administrations, fostered 
promoted farmers cooperatives. 


What Is the just fi ation for the encouragement given Dy the Con 


I 
. } } ° . ] } 
s to farmers by providing at mited exempt on from Federal cor 
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i] cooperatives, through which they mark 
hase their farm supplies ¢ 

vell recognized that tl 

1] =| ible ivi ul 

ly dependent upo rosperou 


. ’ 
natiol 7 r rn over the econonmile 


farm sup » | nonmen 


percent of all the farm supplies 


loes any marketin oO of farm products or furnishing 


ror nonmnie mber s.1t must treat those nor members exact 


n membet with reference to prices pa cl ol ch we 


‘ 
ference to patron age re fund credited or paid. 
It can maintain only reasonable reserves for necess 
In other words, it cannot maintain reserves to expand int 
ss other than furnishing farm supplies to and market 
s for farmers, and it cannot maimtain reserves bevo 
needed for the operation of its activities. If it does maint 
these reserves must be allocated and credited to 
ers und hol membe1 alike, on the basis of their pacre 





Océ } | ¢l (Tt 
" 
rh come-t 
7 e ( itie 
‘ ned It t 
1s declared r. 
t oT | 
[ O 
f 
{ 
" } " 
}? 
T 
ait , , 
foster cl ¢ 
I well ri 
r ol ry 
itary ale | 
lis ( } 
’ . 
( i 
ra 
e |} (; 
\ ec 
’ ’ y f | 
} i I I 
{ { 
pen f 
I ( 
i ? { qT 
\ t many nl 
perative l 
( cit rove 
el oopel rive 
to «cle treo 
roy tal ‘ Om 
i Wie ' ? | ‘ t 
1?) | Pl] ( ry] 
ak fin} tions ! 


ryt itvite 
} f nd | 
e ot ( De] r 
! 
; ha 
wh Ve 
»] ntey { 
I Te) 
’ ; 
Ol 
OT f 
\ ‘ 
( 
r ) 
‘ ay 
I 
{ 7 


r i ris T 
mie t «ft 
{ 
" \ 
] ( 
{ 
; 
‘ t 
. , " 
l ~( ) 
’ 
‘ | orlit | 
\ | 1) 
| 
I ( l t iié 
() (rey I) 
ive | ro 
} 1] 
i we } ée 


i+ 
é 

7 ¢ 
1), 
| 
1 
: 

i 

s 
| 


od of d r | m = 
nize that the power to tax 
! I iir's Ce} { 
uiversaries of A) 
i Paig to induce the Cone 
‘ vithourt regard to Cll I 
tions Chus far, the Coner 
is been brought to bear by 1 
nov hope that in this time « 
thy trace of ras oe mol 
traditional vigilance and will 
r cooperatives by imp: ga 


|: 


p ay may 
wid 
l 

7 





1378 REVENUE REVISION OF 1951 


The economic position of our farmers today does not justify t 
overturn of the oft-repeated intent of Congress. What is the e 
nomic position of agriculture today, and what is the economic tre 
for farmers? In 1947 et income received by farm operators v 
almost $18 billion. The farm net income dropped to about $16.5 b 
lion in 1948, ane to ebout $14 billion in 1949. In 1950, even with t! 
aid of a pe riod of increasing farm prices in the last half of the yi 
net farm income took a further drop to $13 billion. Meanwhile, 
porate profits have risen frem $18.5 billion in 1947 to a record px 
of S21.9 billion in 1950, after taxes. 

In the last quarter of 1950, ce rporate profits were running at 

inl rate cf about $24.5 billion, after taxes. Comparing the 
juarter of 1950 with the prewar period of 1935-59, you will see t 
food prices h id slightly more than doubled, but consumers dlisposa 


] 





neome per capita was more than 214 times the prewar level. (Also 
come trom agriculty re was running slhichtly below 21 » til 


the 1935-39 average, while nonagricultural income was almost 
mes the 1935-39 averege; and corporate profits more than 6 tu 
that 1935-39 period, 
1) cC1lael tally, while | do not q ite the source of these heures, { 
" not i e. Tl e\ are all from Crovernment publi ations, con 
from the Department of Agriculture and the United States Dep 
ent of Commerce, 


There are further importart reasons for the encouragement g 


to farmer cooperatives by the Congress. This stems from a realizat 
that cocpel itive associations of Tarmers permits the operator 
farm as fan ily size production unit, vet have the benefits of 
ent marketing and purchasing through their own farmer coope 
«il marketing associations. ‘Thus are farmer cooperatives a 
factor in maintaining the American way of life in agriculture | 
(merican tradition in agriculture is based upon the premise 
farmers sl] il] live on the land, I LISIng then fam lies on tl | 


nd producn yy the food and fiber for the Nation. American acl 
ure is family-type agriculture. The continued existence of At 
n family-type agriculture was, and still is, threatened by the g 
ndustrial end mechanical age 1n which we live. Instead of por 
ing An erican family type agriculture to produce food and fiber. 
dustrial and mechanical age breeds corporate type agriculture 
‘ollectivist agriculture such as exists in Russia. Corporate-typ 
riculture wo ildl mean the ownership of vast areas of farm lan 
reat corporations or by one individual, with no one living o1 
land, and with the farm workers being transported from the to 
ind cities to work on the farms. Neither corporate agriculture 
in agi ilture of collectivism is in keeping with the spirit of 
(American way of life. The answer to beth systems is for fa 
yperating family type farms to jon together in their own coo} 
tive associations to market their own farm products in order to 
iain a great share of the consumer’s dollar and to join togetli 
ybtain their farm supplies in order to reduce the costs of their pore 
tion of farm products. The establishment of farmer cooperat 
n the United States has been and will in the future continu 
the re ound ne answer to either the “lat d baro 3” or ¢ orporate 


ture, or an agriculture of Russian collectivism. 
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Another reason why Congress has fostered and encouraged farmer 
cooperatives is that it also recognized that local monopolies were a 
major factor in depressing farm income. I am talking of the monopo 
ies where the ego ol poultry dealers in a farm community join to- 
gether to keep down the local price of eggs and poultry. 

Right here I might Say that just rece ntly t he spokesman for the egg 
lealers in a small town in our State called the m: inager of one of our 
local cooperatives and indicated that that day of Tuesday was their 
aay to get togethe and fix the price of eggs. He appealed to oul 


manager to hold down the pl ice 2 cents a dozen until the next Thurs 
aay So that the hatche ry men could buy their eggs that much cheaper. 


Our manager told him that he could go jump in the lake, that the mat 


ket justified the price the cooperative was paying and that they wou 


ot lower their p: . Now, that is the kind of thing I am talking 
bout. 

I am talking of th lo | monopoly where the local OTuall elevator 
in togethe na Mmunity to depre ss the price ot wheat for the 
farmers in that community as much as 50 cents a bushel. It would 


seem that it could not h ippen in terms of 50 cents, but it has. I am 
talking of local mo opolies of feed and fertilize r dealers who hold | 
the price of feed and fertilizer to the farmers in that trade territory by 
an illegal conspiracy. Oh, ves, we have antitrust laws which make thi 


legal, but the impossibility and impracticability of enforcing such 
laws in every farming community in this Nation is surmountable 
But farmers who 2 I t | together and i! vested the r hard-earned 
noney out of pockets for orgal gy and nta ng a 
cooperative thre u l broke) p the local monopolies 
No longer cal eXist, becaus farmers’ ow opera 
tive sees to it that ral e+ ve the ke p e 1 t reo 
litry, cream, « t. cotte ind other farm p \ 
the farmers, thi 0 ooperative see te t t feed. fer ‘ 
petroteunl prod ( er items of far upply are 1 nished te 
e farmers at a e and that the price rt se vy local 
pirack ind 1 ( POLE , 
B Ch ov Veal pene il rea J ( | f was oO } | 
omni for farmers, in their first efforts at cooperation. to save 
$400 and $500 « carload of feed. The maximum. I think. was 
31,100 ived on on trioad ol flou a feed. They still have those 
ords out there in the Ozark Hil ere it happened. Some may 


vy that these margins have cosets down everywhere, but just 
woul f weeks ago the farmers ope ned up a new cooperative in the 


town of Jefferson City, our State capital. There again whe 


they 
tartec ane s and began selling feed at a normal margin. it was 
0 cents a — below what private dealers were charging for 
mpare able oT S. 


So farme! coopel itives have an d will conti ue have acreatll flu- 


e upon the pi ces which ill farmers receive for their farm products 
nda oreat influence upe) the cost to all farmers of their ferm sup 
lies, thus benetiting farmers who are not members of the cooperative 


" 


well as membe . Ana farmel owned cooperative S have done this 
thout injury to the fair and honest old-line dealer in farm products 
nd — SU ppli : Farmet coope ratives, by maintaining the cong 
a} ieee r( a without injuring 


e d | none t cle ler. 
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‘ 
} } 


ke to quote some neures, These l 
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artment of Agriculture of the Stat 
oistered cream buye rs in the Stat 
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1 M companies manufactur 
ourl,. We h ; \ le { nanutacture fer 
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economl 
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t that any 


statu 
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example, r rece 
that plant 1 
Pont Co.. 


compare 
sIness concern, ( y fhe statist 

Revenue prese his committee 
nes of 1947, the totala ets of all the tax-exempt coopet 
and purchasing associations totaled only $489 millio1 
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t 
of farmer cooperal ve associations 1s limited. he i 
fet 


remain within the fi umework of the « xemption sti 
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Che repeal or any modification of the income-tax exemption statut 
relating to farmer cooperatives would, in our opinion, be a declat 
tion on the part f the Congress that farmer cooperative associatio) 
should no longer be encouraged, It would put the stamp of CONLTE 
sional approval upon the vicious attacks which have been made b 
those who have been waging a pressure campaign to destroy farm« 
cooperatives. Such an action would be disheartening to the millior 
of farmers uM ho own and operate al d are served by their cooperative 
hould such action be taken at a time when the American farme1 
bell or alled upon to work longer hours in order, with less manpowe 
to produce the food and fiber needed in the defense of our countr 
1} time of } eril, when all segments cf our American economy al 
called upon to do more for our coum tiv al d to make such sacrifice 
n its defense—wihich we are ell willine and anxious to make— 
ct rtainly not the time for Cor eress to administer a rebuke to Ame) 
n agriculture. Especially is that trues when Coneress has pass 
iuthorizi }N4 the Gevernment to loar Federal money Lo industry 
sion; When it has provided rapid amortization for tax pu 
new facilities: when it has raised the minimum wage f: 

t continues to meintain a depletion allowance for o1] al 


~~ 


ral producers for tax purposes of 271, percene per year, I al 
refer ne to these things in a crit cal or dispare ging way. | pre 
( ongress provided all of these fol very s¢ und and Val 

time when Congress should pick on farmer 


1] lev ] ' } 
Ay so adblv demonstrated th 


/ 


ry to marc ney Amel i acl riture 


dollars il would be exa 


ry 


hh ie Amerik 


The Cuarmman. Di statement ? 


Mir. Hernxken. Yes, sir. 

Mr. ¢ rer. Mr. Chairman 

The Chatman. Mr. Cooper. 

Mii. Coorrr. Mr. Heinkel, let 1 . f | 
me rece ly. I belis ve vou referred i your statement the fa ‘t tha 
some of the farmers buy thei seed throvgh their cooperatives. Th 
farmer happened to be in town and ran into a friend of his who ope 
ated a local fee and seed store. This seed siore man s nd. “Well, von 
ire not buying vour seed from me now. IT understand you belong to thi 


CO pel itive Ri 
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This farmer s vid, “'Y es. | used to buv all of my seed and fertilizer 
from you, and you used to sell me five different kinds of seed out of 
ne same sa k. | joined il cooperative SO ] W 1] know what | am 
rettins " 


’ 
H ive Vou had any experiences sin llar to that 4 


Mr. Heminxen. Yes, sir. That is exactly wl 


v the 
ise, established their cwn seed processing plant 


l 


) 
erowing their own hybrid seed corn. 


btain and pul int 


I think that when we t ilk about patronage re fun 


ls from a coopel 
ve, that really sa byproduct of cooperation. 

he mia reasol i . abl =} ed thes cooperat 
| e ll fliienc tha Roe :, ma t] I 


ve 

C Talo 

iken from them on 1 products they marketed and the 

yureha ead. and us rotection to i] sure that we \ 

elg . grades, and tests, and ;: i good quality of merchandise, 
the t was seed. ¢ ‘TLILLIZe Vinatever 10 1 olit be. We ould 

ve you i good CxXam 

Mr. Coorvrer. All 1 

Mir. Reep. Mr. ¢ 

Phe CnaAmmMan. Mi 


Mr. Reep. Mr. He 


powell 


e REA coop } we ‘ } 
e Union Electric | lt L spite 


" 


it Tarmer at a m mum charge of SO 


ro cehts l 
ver heard of that before the REA came into the picture. 
ey are deing it to try to demoralize the members! 


pera Ve s that They « l | ck up the pieces, 
Mr. Reen. Yesterday lin the 


‘record wh: 
19 contribution re is another | t 


That is the m« St astounding 
mn of the extent to which net enly these utilities but some others 
uuld like to crush the farmers have contributed to th 
vanization. 

Do you think the Natio? al Tex Equality Assoi 
slative activities to the matter of taxation ? 
Mr. Hernxer. No. Congressman: I certainly do not. I don’t 
v would be setisfied 


icketeel 
: | ] 
ation has | mited 


i this Congress were to require the coopel 
es tO pay a corporate rate of tax from the savings that are 1 
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That would: t satisfy them. I don’t th 


9 corporate rate of income tax to be pala 


were to require 
rs of the coone1 itive that would satisfy them 
le 


aving 
reasons for savine that nat He nf oup of al 


er was a bill before th ’ its i} » 4) 
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retire 


~ maple 
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ttorm and probably 
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Mr. HEIN KEL. Well. if the centleman who appeared here was speak- 
1 uv for the administ? ition I would Say that if Was! t rar 


Mr. Reep. 


through so that 

ooperative move! 
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in their mind, they bounce out a new Form 1028, which is an app! 
tion for exemption, and they make the cooperat ive again prove its « 
of bein qualified for an exemption. So I would say that there is gx 
vigilance and good administration on the part of the Internal R 
enue Bureau. 

The Cuairman. But the Internal Revenue Bureau is a part of 
‘Treasury Department, and the Treasury Department has rec 
mended that se mething be done about this. You did not me 
that. 

Mr. Hetnxer. Well, T am not too familiar with that: but 
rather from the conversation I have heard, they did not seem te 

rv specific in what thcy did recommend 

The Cuamman. Well, they called it to our attention. I suppos 

v they indicated they felt there was some loss cf revenue, 
ething should be done about it. I believe the President 
rie ive to Congress, if I wr not m staken. also referred to it 
r. Herinkev. He did net refer to farmer cooperstives. 
CHamrrMan. No, not dire ly. H- didn't vse the words “fay 
tives,’ Lut he referred to tax-exempt organizations. 


he fact that the cooperatives established cert 
] 


} 


i] al the fact that the towns hay competed 
I do net think that 


| ro \ } ) \ | , trie y shall pay ta 


Mr. HemnkKen. In’t indica hat did. but t has beet 


who think the hould : . some 
und urge that) » be done than reasonable p 
they ought to lo. all more or less ha an elem 
I do not think we n remove that, : without 
vould not have done verv m hou 1e world 
Mr. Hetwxet. May [ throw = statement 


} 


nrrtrorun our owl} 1 iness that we 


" 


me or energy to trving to run somebody els 
hands full trying to run our own; that is all we are 


» ( AIRMAN. But vou do seem to have made | ery caref il 
judging by your intelligent statement—that is not in relation to 
business— of this subject; and your conclusion, whether unselfis 
selfish, whether correct or erreneous, is that cooperatives do not e! 
any tax advantage and that nothing should be done about it. 
have gone that far: have you not ¢ 

Mr. Hernxer. Yes, sir. I think that being a member of a coo; 
ative and being a farmer and being president of one, it is my d 
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| right and obligation to make that study. I think I have that 
sponsibility. 


The Cuamman. On the other hand, take the individual or the 
irtnership o1 the corporatiol that IS in ¢ pet fion with vou in the 
ne business, Li equaily Tal | | essential, looking at t from then 
ndpoint, to see whether or not they are being discriminated against 


ws you look at it 1! 


Mir. Hernken. Sure 
Phe CHamman, Is not that their ducy and responsibility a rig 


.as well as vours 
Mr. Hem xkes Ss : Crit ive tl t right. And I think 1 at those 


ire ta ibout it i! businessmen art If rite 

B { t! ‘ ( oOrou illo created 

d to here . ‘ ppea to be 1 re O| ‘ 1] ‘ 
{ Ss | Vi mir Oo much of 1 S 4 } tior te ft 
Cr Cf Te ‘ 

The ¢ \ M \ ()i Ve Oy} e tha es r ' i ‘ 
treasury ahd those ool otn ubject from tl ipo oOo} 
es I l equal i mig Tax} eC] re ot ie l led th et 
of ti COnTLrON | ey ( 7 { Wit i erested 
Vp hf Phey vr ( tere i iny Way except W t is Tall 
ng taxpayers. When they e up here, after vears o \ | 

mena { il I ould be done ibout \ 

either wit Clie Ol N onal Tax | |! vy A ) tio 
ome o ere cel iv some re ) | ne 
e | bi f I Va i matter of Tairne i I i \ 

me taxpayel I iv s e of OOK N 
er Wweare righ o. ! do not know. 

Mr. Hetnxer. On the other hand, I think this omew hat of a 
ittiral pol wellasatax matter: and.as Ll interpreted 
itement of t *. i | Ag ilture a vear or so Tih | 

‘ L u X i if] 
Cl Ves 

| (CHAIRMAN. FI nterestec reve H ( 

i ri Xp I isthe s eta ot e Treasury 

Yi Vill t vou not! He d ike as \ 
that standpo He makes his study from the point of view of 
rt b t | ry Departm t ot inter L} Wuarily 
gricuiture nor primarily indu ry. Its primary nterest 1s In 
ness and equality among taxpayers, and in cbtaining sufficient 
ne and » ras Oo thie nt tu ds to meet the approp itlons made 

Congress and the expenditures of the Government. That is his r 

nsibilitv. Is that not right ¢ 


Mr. Heinxen. Yes. sir. Bui I do not think the Secretary of Agri 
ire would be interested in promoting anything of an unfair nature, 

| Il believe he is qualified to recognize unfairness. 

Che CuHarrmMan. I have no criticism of him, but. as far as tax mat 
ire concerned, I think the Secretary of the Treasury has the duty 
ewing this problem from an unprejudiced and unsel | 
t. I think the Secretary of the Treasury in a better position 
o that than the Secretary of Agriculture or the Secretary of 

y or the Secretarv of Commerce or the Secretarv of Defense. or 
other Sec retary ‘that my op nion, b it | may be wrong. 


That is all. 


| 


ish stand 
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Mr. Mason. Mr. Chairman. 

The CuarrmMan. Mr. Mason. 

Mr. Mason. Mr. Heinkel, I see that you state that the Miss 
Farmers Association is a group of 500 farm cooperative associat 
Phat is your first statement. What is the net worth of the M 
farmers Association covering these 500 cooperatives ¢ 


Mr. Hemxet. I couldn’t tell you offhand, Mr. Mason. 
Mr. Mason. Just approximately. 


' 
Mr. Hernxext. I wouldn’t know. 


listances 
ippealed to the secre 
rs <soclation Tor some help, 
ible to open the doors ol the 
ed him S100. I don't 
done hi it 
next morning: bree 
ce influence and 
l@ service he f; in that 


secretary Who loane 
ittended their annual meeling, ul cd there we re JOO Ta 
ittendance in that meeti oO 
Mason. Then you say that the service rendered by this st 
is helped out by this S100 was 


i 


service rendered in t 


p ce, und ~) forth. that they could eive to their patre 





Mir. HeIn KEL. 
Nii \LASON. Ot 


0 Wil 


ma 
ie lof slander o1 
Mr. Hetnxent. Well, | 
vho could make a g 


Mr. Mason. He cert 


rit Thad 
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(Dt 


hie ndividu 
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pie TOrTmMmnNne Co-ops, cons 
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Mr. Heinxer. That is their American right and privilege. 1 
see that what I might think about it makes any difference. T! 

Pa elit and privilege. 
Mr. Mas mN. Now. then, if that is their right and privilege 
that is their right and we will acknowledee that it is supposing 
city consumer co-op branches out and goes into the production of { 
products on a large scale, as they have done in England and Scotla 
Would you favor thet in ompetition with the regular, indi 
farmers / 

Mr. Hemnxen. That isa bridge that we will cross when we cet 1 
Thev ] : 


Vv havent done it as vet. 
Mr. Mason. They have done it in F1 vland and Scctland. 
Mr. Hernxent. They haven't done it m Amet'eca, as far as I k 
It is} Vv 2 hypothetical question he n these United States, 


Mr. Mason. They are interested in getting their food produ 
their patrons as cheaply as possible. And if they can do it by 


out into the production field and doing it. just as vou are doing in 
proce ng held, and others, why, then you would iv that it is 
right and that there is no distinct danger there / 
Mr. Hemvken. Haven't city people always been interested in ¢ 
{ ne food ! eaply as thev « in ¢ Phat. It) nk. is all the more rea 
hv we need stror er, SO nd, and effi ient farmer cooperatives, 
Mr. Mas N. Would *t vou sav it is also an added reason for str 
sound, citv consumer co op producing their own food ? 


Mr. Hers xen. Well. that sup tothem to pass on that matter. ‘I 


not o1 for me to pass on. 

Mii Mas N. Well, vetting | i k to vour statement. near the ho 
of page 6, vou talk about local monopolies of seed and fertilizer dea 
Yo Vv there that egg and poultrs dealers ind othe nave for 
MOonopoltl Don’t co-ops sometimes form monopolies nd ont 


price ind so forth ? 
Mii HIeINKEL. I don’t have wey knowledge of that. 
Nii VMiason. We have the PX Pel right ere in Washinot: 


! I O-¢ I 1 ive beer wed tthe Fede ral Grovernment for } 
cing f er the Dist | olding ip t price of 
| rf one example that we are f miliar with 1 hit er 
Mr. Hetinxer. Mr. Mason, we have never been sued for doine 
t} yr of t he I rel Nn the Sstute of \i SSOUT Wi ive MI of 


Mr. Mason But the point that we are trving to make on this 
mittee is not to enact a law that will take care of the Missouri co 
or vour parti ilar co-ops. We had to cor der the co-op situa Oo! 
t covers the whole Nation, the multi-million-dollar co ops as we 
the little fellow 8. the consumer CO-Ops as well as the producer co 
and all of this interlock ne of corporations that are unde I’ the 
form to escape taxes—and that is quite a problem for us. We hav 
as I said the other day, try to separate the wolve from the lambs. 

Mr. Hetnkex. I was speaking particularly in the sense of fa 
cooperative associations that opel ite within the framework and 
strictions and limitations of 101 (12). As I understand it. all eo: 
eratives whe ther they be farmer cooperat Ves Oo! constimer cooperat 
pay the regular corporate taxes. 

Mr. Mason. But they all try to masquerade under the sheep’s clot 


ny, Sh ill we Say; and it is our job to separate them. It is a diffi 





job to separate the simon-pure market 
farmers had originally from all t] 
up within tl 
Phat is our job, ar a pretty 
Now you mae a Latement in 
lat you uin’t th ‘ secretary Brannat 
vth Yr that wa Pair. Tha 


Mr. Hein Ke 
Mr. Mason 

Mr. Heinkel 
Mr. Mason. It 


| 


mente lly 

Mir. Mason. 

Mr. Chairman 

Mr. Ep 
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‘ members Ol 


I’ woods ¢ 
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Mr. Martin. W] 
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Po cAL PLATFORMS Since 1920 as THeyY RELATE TO COOPERATIVES—Cont! 


R LICAN—continued pDEMOCRATIC—continued 


lhe Republican Party pledges it Extension and development of farn 


axe te . cip ‘ assistance to cooperative movement and_ effective 
( ‘ nark g associations, con 1 of crop surpluses so that ou 
ow i ! eonti ead the farmers mers ivy hav he u henefit o 
thi elye thr L the provisions of the cdot irket 
the Agricultural Ma ting Act, which 
will be ol \ mended or modified 
eric necessary to 
: rth n the 
YI } 
1936 
io e1 r deve op \ I . 
p cooperatives 
1 
We era es Wie g irselye t ig 
‘ ' r owest f ‘ ‘ ! ‘ 
i ‘ e with the tives 
‘ sed by an ind 
1M I é iweney wit 
‘ } “ fre tat 
( ! ‘ I ! fit 
j ‘ t ex sound, farm 
er-owned f tl ‘ ( ] 
erat 1 the supp 
i t I I ~ 
‘ ‘ ‘ pro. 
ad ’ 
] 
S na fice 
{ \ | ted co 
, 
] 
1) . N t have a ledue ft nfta nue 
nterest of irm } erit proveme! 1 
r s ‘ Says da nd pres I 
‘ n accel tl i size far Speci | 
ay ! el soll con tids er ner sVstel ‘ 
! f eas- ile ! e SUD} tk ir 
izh flexible nceome ona parity witl rm operating 
price pports t oans and costs niensified s ust \ n 
n eting vreenn together with progral improvement in methods « 
such other meal y be necessary; distributing farm products, adequate 
development ¢ und farm credit; financing of the school lunch program, 
encouragement of family-size farms; development and maintensiice of stable 
support « tl rinciple of bona fide export markets, use of farm surpluses 
rl wned and farmer-operated co- to improve diets of the needy amd cor 
operatives nd “sound” rural electrifi- 1 ed exoansion of the roirai electrif 
entior cation program Favors repeal of taxes 


on oleomargarine and promises encour- 


agement of farm cooperatives 


The Cuamman. Our next witness is Mr. Charles W. Holman, s 
retary of the National Milk Producers Federation. 
Mr. Holman, will you please give your name and address to the 


reporter, and the ce pacity in which you appear for the benefit of the 
record. 
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STATEMENT OF CHARLES W. HOLMAN, SECRETARY, NATIONAL 
MILK PRODUCERS FEDERATION, WASHINGTON, D. C. 


Mr. Houtman. My name is Charles W. Holman, and I am secretary 
rT Thre National AY! lk Producers kede ition. 
Phe Cuamman. Will you give us t! 


seated to your lett 


Mr. Hotman. I am accompanied by Mr. H. Willis Tobler, who may 


e name of the vel tleman who is 


; 


yr ay not answer some questions, if there are any asked. 
Phe Cuarmman. About how much time will you require, Mr. Hol 
man, tor your statement ¢ 


Mr. Houman. Considerably less time than it took Mr. Heinkle. 1 


Wd not caiculate the time, out | have a very short statement here ot 


sts of 8/7 n r cooperailve ass iti and Dp Ximately OUU 
submember cooperative associat iy States These membet 
rSne iti S ir’ ? } ‘ M) FT rmil eql)- 
gaged dairy ind pre pproximately one-fiith of the 
prod ctlo ol Prity I l Li‘ il l (mel I | | Is 


‘ } \é to 
1) ( il | ( I (1 "ik 1 i | (*¢ 
} 
ePCTIO? t he f o p | t « mor ; , . i] 
ePTING 
W iew Vv a ly \\ } t 
S dit t x ‘ 
ne ft (ive o j Llow 
Xes 1 ( ‘ 
pe N . f 
Wi re venizant 1 t that execs ns mu } nad ( I iL t il 
i N : How 
eve t el l der Sil h } ‘ ‘ é ‘ ort he } 1 ‘ » by ! v 
o basis. A ppcars that Luce « he ¢1 i 
l ind ti roy I I mes | eies) det fit ? ) \ > n 
tinued, we urge } nessent g ( ental « end es he ¢ d 
\W the pres¢ ! el of emplovment. the tax base hovld be b ened 
] I eS plac ad ¢ ll } TX paAinnce the l | ‘ is 1! } ~ ~ ‘ 
\ ng a pe! I ion as at present a sufficier ! 
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contribute greatly to controlling further inflationary pressures and may avoid 
iniposition of price ceilings and wage controls. 
Bet ween the two resolutio1 S | have just quoted we manta that 
there is no contradiction of position. 

As to the tvpe of organizations making up the National Milk Pro 


ducers Federation . thev are incorporated either as nonstock or sto 


cooperat es, P) ictiecally all ot those engaged in market ng fluid 
ll lk and cream re nol stock cooperat Ves They have no capital ex 
cept t 1} ed bv loans from the members for capital purposes, « 
1 r es \ reserve is are required for bad debts, depres it1o ~and 
rt | ! rar if PUurpeo ire u ually lec 2 
por ds of sales of milk and cream, and are represented by inte! 
pent wr cert fic ites of indebtedness issued to each member at the end 
! ! knutes ! ial] rat 
f 1 e Ol evolving ba 
Our me vaged in the manufacture and marketing ¢ Lin 
pron ts are Hy set up ona stock bas . but frequently the amount 
of wk W h anv member ean own is very limited Irrespective of 
the amount of stock held by individual farmers, these cooperative 
l perated ¢ 1 b ot o1 man o vot \| », tn OCK 1 
talization of thes cooperatives whether they are e locals ‘ 
central sal og v for the loeals. usuallv too small to permit ade 
( ( ire efh ent business operat OS. Cor sequently. I enapita 
\ ‘ ‘ | | ice prete ecu SLO ( +. 
| | | eral coonerat e DANKS 
~ ! r ] | ( t r Oo] I ) 
of t oO Di 
of irket pi thes roc 
\ ) ) 1 the fl ly 
, } racer: } f , 
, ‘ 
| kk ‘ y 
] | I i f] | 
’ l 
nN} te ‘ t { 
{ ! Phis obl ‘ eC] 
ot vr’ by t perat 
me OX¢ r pe 
from farmers. Also, these o1 
| he ) | — { ig il] | 
\\ ! rile hot e Det ol ! } 
bit red. 
| ( »] of t] coonera ve operat ] { I 
| of re ma by centi elline agencies ’ 


ot oO) " Lov sstiite Brand Cr mere of Lowa 
| ( ! “Per 1 i! they sa ore t «le i! i ebb l flow 
l t f r oO} I and the balan ne ot books at the « | f the 
fiseal vear does not mean that all transactions have been completed. 
Organization oT Ul tvpe mav also suffer unforeseeable opt rating 
' } 1 J } } 
losses due to pric change imong the several manufactured dairy 
Mluets. That particularly true in States like Wisconsin, where a 
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reserves To be all ‘ated In order to be miven tax 


t 
aestroy the very pu.pose of such reserves, | want 


iv that I am talking about ieasonable reserves. 

m with respect to the size of such reserves, the 

th the Bureau of Interne! Revenve as to what con 
erve under s trom 101 (12). 

out in testimony before this committee and 

reserves were to be taxed because ef the reneal 

ion LOL (12). th mou ad 1 the Fed 

e relatively 


yr 


to he about | Mt0O0 ana illy. This Her 
reed that | » amount ot monev so nvolved 
coope! | 


aracter, 
i\usand 
tf necessary 


? 
oney to build 


Is revolved or 
fund although, of course, the 
on ni d Most of { 1s invested nh CGiovernm«e nt 


asil g milk from the association 

association paid off its member producers 

ved them by this bankrupt. One of the oflicers 
ippeared hefore the court and was made an admin- 
3s, \fter its affairs were put in order the asso- 
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cation attempted to negotiate the sale of the property, but no d 

tributor in the community would buy it at that time. ‘ ‘as 
over the property and m: 

At the end of that time 
ld a ! P 


} } 
losses, the assoch 


pl l ty. 
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Mr. Hotman. Yes, sir. 

Mr. Reep. It really clarified what the farmers could de. 

Mr. Houtman. Yes, sir. That particularly legalized the structurs 
of the cooperative. It did not give them complete exemption from 
price manipulation. It provided that if there were any ev idences of 
any undue price enhancements, the complaint should be made first t« 
the Secretary ef Agriculture, who would then certify the matter t 
the Departme t of Justice. 

Mr. Reep. And then in 1926 came section 101 (12) ? 

Mr. Hotman. That was the Cooperative Marketing Act of LOL6 

Mr. Rerp. Congress has endeavored over a period of vears to pro 
tect the farmer and give him an even break. Farming 1s a basic i 
dust Vy. [ ss the farmers are prosperous there can’t be a successful 
businessman in the country; is that not true ‘ 

Mr. Horman. I think so. 

Mr. Reep. I lo, too. I do not see any escape from it. Even ereai 

Industries like General Motors would not turn a wheel or make a1 


; 


automob le VW ithout the producers ot the basic industrv ot this coun 


prosperous. 
N. I rece: it while I was studying freshman German, 
in old proverb th it the Germans have which 6. * If the 
eold. all the world has gold.” 
‘That is right. 
is Just a continuation of our fieht, and I cannot helieve 
of the United States is going to try to cripple the 
endeavor to be prosperous. You have made a fine 
We will be glad to hear ai ything further vou 
IRMAN. I want to ask the wi. ness one question. 
present the National Milk Producers Federation 
hot mn, D.C. Where is your home? 

Mr. H LMAN My home orig nally was in Te Xas. 

The Cuatmrman. I mean now. 

Mr. H LMAN. My home is right here in the city, sir. I am the se 
retary of the organization. Weowna building at 1751 I Street. 

The Cuamman. You are not a milk producer ¢ 

Mr. Hotman. No, sir; Iam not a milk producer. 

The Cuamman. You are a member of the organization 

Mr. Hotman. I am the elected secretary of the organization. 

The Cuamman. I have just one more question. Referring to the 
statement made by my distinguished friend to my left, Mr. Reed, that 
farme! sare engaged in the basic i? dustry, that is no reason whv they 
shouldn't pay taxes? That does not exempt them from local, county, 
or State taxes / 

Mr. Hotman. We pay all those kinds of taxes. 

The Cuatmman. Being a basic industry is no reason in the world 
for tax ¢ xeMption 3 is that not so? 

Mr. Horman. It is. and we do pay all those taxes. There are prob- 
ablv 17 different kinds of taxes that our cooperatives pay. 

The Cuarmrman. I am just asking whether that is any reason at all 
whv they should not pay taxes on the same basis as other people. 

Mr. Houtman. Well, they should pay taxes where the conditions are 
comparable. 


/ 
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The Cuatrman. The steel industry is a basic industry, but that is 
no reason in the world why it should be exempt from municipal taxes, 
‘county taxes, and State taxes. Steel companies pay taxes just the 
way other corporations do. 

Mr. Hotman. Well, so does the cooperative. 

The Cuarrman. I do not see any reason why the fact that it is a 
basic industry should cause it to be exempt. That is the only question 
that I have. 

Mr. Keogu. Mr. Chairman. 

The CHAIRMAN. Mr. Keogh. 

Mr. Kroon. Mr. Holman, if an individual member of one of your 
associations terminates his meml ership, does he cet his proport onate 
interest in those reserves for losses that have been set up / 

Mr. Hotman. He will get his interest in it at the time it revolves. 
For example, suppose tisao year 1 volution. At that time he ¥ 
be paid off everything that was taken out of his milk check t 
6 veal period before that. 

Mr. Krocu. Maybe I do not make myself clear. Supposing that 
at the end of the fit tO months cft t 6-vear period he were to ter! 
nate his membet } p. Would he the e entitled to his proport onate 
share of the reserves on the day he rminates his meml ership ? 

Mr. Hotman. In most cases, no. For example, let’s take one of o 
organizations, the Dairymen’s League, which is in the State Mr. Reed 
Ones from. 

Mr. Kroen. And Brooklyn is included. 

Mr. Reep. That is a : 

Mr. Kroon. Mr. Reed probably knows that in the district I represent 


we have from 800 to 1,000 head of mill pl cl no cattle, that n 
both Brooklyn ind Queens. 
Mr. Reep. Thev keep them in garages end milk them dry. 


Mr. Harrtson. They also bave a tree there, Mr. Chairman. 

Mr. Horman. Shall I answer the question now ? 

Mr. Keogu. Yes, please. 

Mr. Hotman. The Dairymen’s League issues at the end of each year 


ertificates of indebt | payvasn il] amount of interest. | \ 
sually pay 6 percent Phose certificates are negotiable. Very often 
{ Lheaapope ns that the | wue its lf « il] n certain of t! ese cert he ites, 
In the first place. 1 man cannot leave except once a year. lis con- 
tract ends in the first 2 weeks of February. He sig $a wriiten con- 


1? 


tract to sell all his milk through the league, and once a vear he has a 
chance to withdraw. Now, such certificates of indebtedness as have 
been issued to him may still be in his hands. or he may have sold them 
to the local fe ec | deale fo! feed. B it in another case. where the books 
are the only record of indebtedness, it is my understanding that the 
withdrawing member does not receive his money any earlier than the 
ictive member. , 

Mr. Kroau. You Are talking ab if certific ites whi h are, in ffe Ls 
tock, are they not ? 

Mr. Horman. Well, no; they are similar te debentures. 
debentures. 

Mr. K rocH. Debentures represel ting the mount the member has 
dleposited with the association ? 


Mr. Hotman. Yes, sir. 


They are 
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Ir. Kroau. Now. on those debenture certificates of indebtedness 
recetyves li! terest ¢ 

Mr. Honaan. Yes: he receives it in this ease. 

Mir. Kero (nd the interest is generally at a fixed rate, is it not 

Mr. Horwan. ¥ r. And the debentures also are negotiable. 

Mii I Gil 1) dition to that. the asso ition ets up the e reserve 
for 

\] ae L™M . \ 


\! IK r. | nv system. if the member either turns thos 


~~ 
Z 
A. 
f 


{ ontroll | the co perat ve and { iat. therefore 
rhe) Ve e} would he set 1 r>. I) 1 large cooperative do the 
ni trol the workings of the cooperative any mor 
th fa corporation do? They technically can. but 
(to y 9 4 , 

\] I] I | l (i Vs ef «< Sy \ tT} ) tvme 
I 
oT ¢ ' L, l he I ‘ . i Zit 7 d rite 
| jo! meni ps ( hn otf the i ? t Pet 
nt Car ana t thet illot fey cline or for th 
cust , ting Is over, the old t aiistl Ve Oo! 
very perso! ) } med ’ 
| { ] f 
) oO be ie ctor tor 35 vea 
| the airector oT 1 Cel ral orgen y ‘Sar 
( for | if t t oT] ( 
() vi t| membershiy im ay rt ce tio 
icllo of t ij t! | ( | c Or) 
( » 1 ( ll 10 1M ( I ) \ 
‘ to pul in a ve elaborate reé ‘ { 
iy tin oting oO I" in 0o i 
unt portant for the directors to hand So thi 
I t fil { Ot dil t 2a nil I 
| |'a committee of employees. It was finally 
pa 7 ors and laid before the general body. Th 
lars rq l Lhe 1 | | mie! her isthe} t ot qu ‘ 
are handled v the directors and by the executive con nitte f 
airs Oo , | , he« e ‘ 


Vir. Ky LN | there a larce attendance of members ut these local 
Mr. Hotwan. Well, it depends on the size of the organization. In 
the case of this one we were discussing. the attendance wbout 3.000, 
In the case of Land O'Lakes, which is a federation of several hundred 
creameries, they will hold their annual meeting next week and they 


vi lave betwer 5.DOO ind 6,000 persons in attendance from all over 


I; the case of the sso lation that Mr. Mason mentior ec, the Marvy- 
levy (| \ reril l \I . Producers Association : thev have 1.650 members 


‘ ; | | 
cl por t\ Paved oO 00 


ll come in every year. They held thei: 





Kran. Of 


paid back 

Mr. Houman. Yes 
Mr. Kean. And 

Mr. Honuwan. Ye 

Mr. Kran. Now, t! 
Mr. Horaran. M 


earnings 
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Mr. Kean. Well, that is a matter of definition 
Mr. Hotman. No; it is an entirely different thing. 





Mr. Kean. The thing that has been bothering me is this matter of 
ization to expand all over the lot or 


illow 1? 


rar 


a coopel ative organ 


aX-eXempt earnings In competition with earnings of businesses tha 
ule tuxed. 


Mr. Houtman. I don’t see w 


to expand if it borrows mcney. 


Mr. Kean. I think it has a 
nm that portion that it uses to 


| ] 
everyt ody eise does, 


hy a cooperative doesn’t have a right 


right to expand, but | also think th 
expand it ought to pay LuaXtes the sthdhic 


Mr. H LMAN I can Say that wl 1 you undertake an expans 
project you can t undertake it on the month-to-month deductions fro 
ir members except as security. You have to borrow. Co 
quently, ll borrowing has to be paid ick, but vou don't pay it ba 
it of earnings, you pay it back out of deductions from the price o 

milk 
Mir. Kean. That is all. Thank you 
Mr. Harrison. Mr. Chairman. | 
ihe CuarmmMan. Mr. Harrisor 
\I Play N Ni) Llolman. refe) ¢ to this matter of competition 
\ cable busine s., OF course, that s the basis upon which the most 
ol ‘ r! pli I | rec on this bn ness are founde I. The local mer 
int fe it it is an unfair advantage that the cooperative has 
re ! He feels that he has to compete with the cooperative, 
{ { xed ana : ompet tor is not. 
Now, ve ’ marketing cooperative: is that not correct ? 
Mr. U1 x. Yes. si 
Mir. H ON Lre there anv local lrv-goods salesme? the rural 
. ‘ ‘ pet fol the fa ll I dollar ¢ 
Mer. Hou 1 don’t know 
Mir. Harrison. [mean that vou don't sell to the farmer, do you? 
Mr. Honaran. The only purchases that any of our organizations 
ois the pur ¢ of plant machinery and milk cans and sometimes 
wilers and t vs of that kind. ) 
Mr. HH RISON Now, what is it that vo sell to the farme? I mean 
it any of» cooperatives could sell to the farmer ? 
Mir. Tlonaan The on ly thir o that e would sell to the farmer 
wld be milk « .and in this particuluar community boilers, because 
re fie Ch epartment requ res the milk cans to be sterilized by steam 
most ses I don’t th nk, as far as I know, that there Is any 
fertilizer handled. Phere may he. 


-H 
Mr. Houtman. Sir? 
i] You sell eatth 

} 


es: one or ft 


aRRISON. Tlow about cattle feed ? 


» feed to the farmers ? 


wo of our organizations What they 


io, of course, Is that they are not actually selling to the farmers. They 

tre sfmply buying this thing for the farmers and handling it for them. 
Mr. I son. On the whole, your operation is that of a marketing 
wMpernery 


Mer. Hous N | ey) sell to the 


Nh HArrIson, But on the VW 


erative and that oy 


“11 members. ‘| hey do not do business 


hole your operation is that of amar 
eration produces increased wealth in 
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ommunity, does it not uts dol] nto the hands of the cus 
omers of the local mere! snt tl rue? And those are doll: 
iat otherwise woul 

Mr. Houtman. That t, 

Mr. Harrison. And it ds to the wealth of the community 
mndling the sellin ? , 
Mr. Honman. 7 
ocal merchants are ) 
Mr. Harrison. Well, 


li 1 


r of the farmer’s products: isn’t that true ? 


’ ] 1 
hat s 1] » We thei k that mn most communit 


erehant Hits 

mds of the customer! 
Mr. Houman. That 
Mir. Elarrison. At 


orrect ¢ 


Mr. Houman. That 
Mr. Harrison. Ne 
the farmer product Lo Sole extent. do vou not 
Mr. Horman. Yes 
Mr. Harrison. Now, who would they be? 
Mr. Hor MAN. L} ose would be the con mercial handlers 
Mr. Harrison. And they buy from the farmer / 
Mr. Houtman. Yes, sir. 
Mr. Harrison. Now, « urse, i ing so they are 
for the farmer: is not t! ) 
Mr. Hotman. No, sir: they purchase direct. 
Mr. Harrison. And vou are an agent for the farmer in dispos 
of his product ¢ 
Mr. Horman. That orrect. sir. 
Mr. Harrison. And vo on to him the proceeds of what 4 
sell his product for? 
Mr. Hotman. Yes. sir. 
Mr. HARRISON. Part ot 
art of it you give him | 
Mr. Horman. Yes. 
Mr. Harrtson. Mi man, the position you take 


reserves, that Is, ! lloeated reserves should nol 


/ 


ncome tax, 1s at variance wit he position taken by the Farn 
ind the Grange, is it not / 
Mr. Hor MAN, We ar mply ehnunciating oul por Lion. 
Mr. Harrison. And that i different position than that assun 
by the farm organizatior 1 have named, isn’t that correct / 
Mr. Hor MAN. | wnderstal d they h ivea shiehtly modified posit On. 
Mr. Harrtson. Well, it is modified enough that thev advocate the 
tax wh le you are a 
That is all, Mr. Ch 
Mr. Curtis. Mr. 


rains! a 
airman, 

1 
hairmanh. 


| 

( 
Phe Charman, Mr. Curt 
Mr. Curnms. Mr. Holman. in regard to your re’ 


you mentioned as being t ve sink neth, n the case 


tive who owns the revoly 
Mr. Honman. The | 


nstance thre sociat re 
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money or the securities in its own name, but it is owned by 
producers. 

Mr. Curtis. Will the additions to the revolving fund that wil! 
made, say, at the end of this fiscal year, belong to the members 
do business with them / 

Mr. Hotman. I didn’t get that. 

Mr. Curtis. The point | am getting at is this: You say it is a per 
of 6 years. There will be a different group of farmers, a certa 
amount of changes. 

Mr. Horman. That is true; there may be quite a few. 

Mr. Curtis. The way you handle that is that those funds are « 
marked to the exact farmers that did the business in the year Ut! 
the addition was made to he revolving fund: isn’t that correct ’ 

Mr. Hotman. That is true. The new one is blended in as the old 
retired out, but they all get their money back. 

Mr. Curtis. In other words, when in 1950 you pay out some mor 
that you have held since 1944, it will not go to the members on ti 
membership list as of 1990, but to those on the membership list 
L944 ¢ 

Mr. Hoiman. It goes to the person or his heirs from whom it 
taken, 

Mr. Curris. I think that is all I will take time for. 

Mr. Grancer. Mr. Chairman. 

The Cuarrman. Mr. Granger. 

Mr. Grancer. Mr. Holman, I noticed that when you were maki: 
vour statement you referred to bona fide farm cooperatives, and t] 
especially on page 6 you say: 


it is therefore imperative that bona fide farm cooperatives have the rig) 


set up the reserves that are exempt from Federal income taxes 


(re we to assume the repetit ion of the term “bona ficle farmer coop 
atives’ there may be some organizations claiming to be farm COOTH 
atives who are not ? 

Mr. Hotman. There may be. 

Mr. Grancer. Was the language you used there used deliberate! 

Mr. Houtman. Yes; it is a term which ‘has grown up in the cooper 
tive movement so as to be perfectly sure that an organization t! 
calls itself a cooperative is a cooperative. There are a lot of farmer 
business organizations that don't necessarily qualify as cooperatiy 

Mr. Grancer. But you did not intend to infer in using that la 
guage that there are any farmers’ cooperatives that are operating t! 
are not bona fide farmers’ cooperatives / 

Mr. Houtman. Well, as I just said, there are a lot of farmer coop 
atives , 

Mr. Grrancer. I will put it this way: Do you know of any orgat 
zations that are operating as cooperatives which are not. in fa 
farmer cooperatives 4 

Mr. Houtman. I know of a great many cooperatives or, rathe 
organizations that were Incorporated under the old corporation In 
before there were any cooperative laws and who. in their bylaws ha 
brought about cooperative practices. Now, | would be the last « 
in the world to say that those organizations are not cooperatives JU 
because the haven't changed over technically under the law. 

Mr. Grancer. I see. That is all, Mr. Chairman. 
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Mr. Houtman. I might say that I know several thousand. 

Mr. Mason. Mr. Chairman. 

The CuarrmMan. Mr. Mason. 

Mr. Mason. I have just one question, Mr. Holman. On the bot 
tom of page t and at the top of page D of your statement, you quote 
the present internal revenue law that covers farmer-owned and farn 
er-controlled cooperative associations. That isa very simple law and 
it is very plan and specific. Would you be willing to have your ex 
emptions come outside of this particular quotation pruned down to 
this language / 

Mr. Hor MAN. No. Mr. Mason. ] only used that quotation to show 
the similarity of philosophy bet ween the preset t 11 ternal revenue law 
under 101 (12) and the Capper-Volstead Act. 

Mr. Mason. Why didn’t you quote other parts of the law which 
are not as clear as this and are not as reasonable as this / 

Mr. Hotman. At the time I wrote this paper—and I wrote it rather 
hurriedly in about an hour and a half—it did not seem to me it was 
necessary to quote all of the portions of a section which the committee 
is so familiar with. 

Mr. Mason. If the exemption for farmer-owned and farmer-con 
trolled cooperatives were limited to this particular thing that you cite, 
we wouldnt have any trouble with this whole problem. 

That is all, Mr. Chairman. 

Mr. Martin. Mr. Chairman. 

The Cnarmman. Mr. Martin. 

Mr. Martin. Mr. Holman, from your testimoney I take it that vou 
do not know just what the Internal Revenue officials are apt to call 
a reasonable reserve nor what purpose they consider a necessary 
purpose ¢ 

Mr. Hotman. No. sir: ldo not. 

Mr. Martin. Would you say that it was generally true throughout 
the cooperatives that there is no clear-cut ides what they might cor 
sider reasonable and necess ry 4 

Mr. Hotman. I know that each oo} rative knows what it needs, as 
«rule. Most of these problems are very difficult and very complicated 
from the standpoint of setting them down into usage. “It becomes a 
matter, as one of the Congressmen said, of the members themselves 
ng to it that the reserves are not excessive. 

Mr. Martin. Do you think it will be possible for the internal rev 
enue officials to furnish the cooperatives and this committee w th 
some indication of what they think the vardstick should be ? 

Mr. Houtman. I think that is pretty hard to give you. I don’t think 
vou have a rule for the price of milk in every district. I don’t think 
that you can have al itional price on milk nor do | think you can 
have a National or Federal ordinance for milk. I think it would be 
very difficult to have a very broad rule limiting the reserves. But it 
might be possible that the Treasury has in its possession evidence that 
will ompletels controvert my present belief. 

Mr. Martin. From that viewpoint it would be most difficult fon 
Congress to attempt to write any yardstick into the law, would it not ? 

Mr. Hotman. I think so. I think it is a regulatory responsibility 
rather thana legislative one. 

Mir. Martin. Whenever I read this section of the law I think of it 
as a rather definite statement of the view of Congress providing for 


the exemption of reasonable reserves for necessary purposes. 
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ing that makes me ask this question of you about the 
possibility of Congress acting on the matter is the fact that apparently 
the officials administering the law have not given much indication 
to the co-ops just w hat their interpretation of those terms is. 

Mr. Hotman. Phey have been folowing this pretty closely, consid 
ering the type of cases that we are called to help our member associa 
tions with. Mian \ of those cases have to do with violations of the 
provisions W th regard to equal treatment of nonmembers with the 
members | nave know cCuses where sone of our own organizations 
were trying to hold for themselves all of the returns. and the Treasury 
picked them right up. I know of one case where there was $40,000 
n back taxes called for because of infringements. 

Mr. Marrin. The handling of a reserve could have considerable 
interest in that w L\ also. 

Mr. Horman. You see, the Treasury has its men all over the country, 
and thr ~e COOP ratives are pretty well combed from time to time. | 
think there would not be any great difficulty in establishing regula 
tions. but not a national uniform regulation. 

Mir. Marrin. I feel it would be most difficult for Congress to be 
more specific. On the other hand, I have a feeling that the Internal 
Revenue thieials have not vivel the cooperatives themselves any 
vardstick or guide. Then the question Comes up as to whether the 
tield sso compl x tha it is too difficult to do that. 

Mr. Houtman. Here is what I suspect is happening. In the earlier 
years many cooperatives applied for letters of exemption, about half 
of them in all. After they got letters of exemption, the 1 reasury just 
f« rgot about them. But since this agitation has been on, | think the 


Treasury has begun Lo pick oul and has begun lo study the actual 


operations of these organizations more carefully than it did in the 


mast. 
, Mir. NIARTIN. II ive they restricted or forced the discontinuance of 
practie ~ by some of the ( ooperatives wit! regard to the reserves 

Mr. Hormwan. As to reserves I don't know. But I do know as 
to some of the other }1 ictices that they h ive, Many of these pra 
tices resulted largely from the frct that thr people did not know 
what the reoul ittions were 

Mr. Martin. From the testimony given in these hearings so far, 
I would still be somewhat at sea, if I were asked mvself, to State 
viiat thr coopel itives should expect to be able to put into a reserve 
under this exemption, | haven't any clear-cut iden mvself right 
now from the testimony today what any yardstick might be. I have 
il den th il t] e\ do oversee and Inspect it. but | haven't been informed 
what they consider a yardstick. I don’t even know whether they can. 
| know it is a vastly complicated field because of the range of opet 
itions., 

If | thought that the Treasury Department officials could recom 
mend some varadst ck ol outline Some vardstick to ts, | would ask 
for it : “ of our hearings. because I think we ought to know. 
But mn nt to isk them for an impossible thing. | just don't 

nreasonable about the matter myself. But it strikes me 
formation regarding the potential vardst i k. For my 
verv clear-cut, I would rather leave the law as it 


write those yardsticks into the law through 
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That is all, Mr. Chairman. 

Mr. Harrison (presiding). Are there any further questions? If 
not, Mr. Holman, we thank vou for the information you have given 
the committee. 

Mr. Houtman. I wish to thank the committee for its courtesy 

Mr. Reep. I would like to ask a question, Is Mr. Karl Loos in the 


room ¢ 


Mr. Loos. Yes. su 
Mr. Reep. T would like to have you step up just for a minute 
Mr. Harrison. Mr. Lov . will you come forward, please? Will vou 


state your tiie md adaress Tor the record ¢ 
STATEMENT OF KARL D. LOOS, WASHINGTON, D. C 


Mr. Loos. My nanw Karl D. Loos. IT live here in Washingto 
707 Munsey Building, Wa neton. D.C 

Mr. Harrison. W vour occupation / 

Mr. Loos. IT ai vvel 

Mr. Harrison. All right. Mr. Reed. 

Mr. Rerep. Mr. Loos. there seems to be a little confusion in the 
questions that ive irisen as to the difference betwee prohits a i 
margins. Will vou just throw a little light on that subject / 


Mi Loos Iw ll be elad totrv. Mr. Reed. 


Phe patronage refund is paid out of the margin that the cooper 
tive recelves, W Cl tiie | fhe rence het ween what it niav receive and 
Wihiat Is eXpelses ! The prohts of the eorporation are ilso the 
difference betwee it the corporation receives in its ordinary bu 
Tit (| heal [Is @N pense ie. But there is f S esse) i} and ty if) 
mental lifferes ‘ I tthe ise Of a cooperative, there Is a preeXist L 
avreement., a bind r obligation, whereby that margil between the 
recelpts ana eApe ~t 14 wo da k to the ¢ stomer, te the patror 

ually the member of the cooperative or the nonmember patron, as 
the case 1 i\ be el (| {Te rence nevel becor es the property of 
thre cooperal ve 2 t tit eparate md dist net Tror { > Ie her 

On the othe hal ni case of the ordinary bus ( corporat 

difference is the property of the business corporation: and it @or 
to it. and through it to it vestors and not to the } 
tomers. from whom it originally came. 

Now. that Is the ¢ ent il, fundament l«l flere) ( Perhaps 
best be illustrated if we take a marketing cooperative whiel oO 
tvpe, while a purchasing cooperative is another. T think vou must 


keep them separate bee iuse tTherr transactions are so different. 


Dake a market ne cooperative that recelrves woods, ets say ipples, 
wl ch { se]]s for its members, and which it ts obligated to pav to its 


members- — 
Mr. REED. Linde t ( tract. 
Mr. Loos. Under ontract, At the time it ree Ves the apples ill the 


pro eeds of that m irket i uy less the m irketing expenses, So that evel 


pavi ent it makes, the nit 1 actly ince and every other pavimenlt, is ust 

another pavinent on that obligation to pay the proceed less expenss 
It is just exactly the same as Railway Express Agency, for exampl 

Which is composed of railroad corporations that sell their transporta 


tion services In sin it] p deve k ives to the Railway kexpre s Agel cy The 
Railway Express Agen , cooperative, and the agreement bet wee 
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the railroads that form the cooperative and the Express Agency is 
that all proceeds which the Railway Express Agency may receive 
are refunded to the railroad corporations that are members in pro 
portion to the transportation they furnish. 

Now, that is just an additional payment for that transportation, 
and it isn’t any profit to the cooperative—the Express Agency—as is 
the case with the apples, or anything else, that the farmer cooperative 
may sell for its members. 

Now, take the case of the purchasing cooperative. The purchasing 
cooperative buys articles, such as fertilizer, for example, and distrib 
utes it to the members under contract that they will purchase that and 
deliver it to the members at cost, which is what the fertilizer costs them 
less their operating expenses. 

Now, for purposes of convenience, at the time they distribute the 
fertilizer, at the time they send it to the member, they bill him for 
the price; and that is more than they know it is going to cost. There 
is & margin in there, and the difference between that billed price and 
the final margin, which they are obligated to return to that member, 
is the margin. It is no more profit to the cooperative than would be 
the case of General Motors, for example, buying a part from somebody 
under a contract under which the parts manufacturer agrees to make 
that part at cost plus a 6 percent profit, or some other percentage of 
profit. If at the end of the year it is found that the parts manu- 
facturer has received more than its contract called for, more than cost 
plus a 6 percent profit, the portion that is above that is refunded to 
General Motors and isn’t income to the parts manufacturer. 

It is just like the renegotiation of contracts by the Government. It 
is like that in essence except that in the case of the cooperative you 
have the contract before the transaction occurs and you don’t renegoti- 
ute. There is an absolute contract to return everything above cost. 

Mr. Reev. The whole basis of law and the whole basis of civilization 
rests upon contracts; does it not? 

Mr. Loos. That is correct. 

Mr. Reep. Thank you very much. 

Mr. Mason. Mr. Loos, while you are testifying I want to ask you a 
question. Suppose we have price ceilings—and it begins to look as 
though we are going to have them—and a person receives a ceiling 
price for his product from the cooperative and then receives a subse 
quent patronage dividend. Would that be a violation of the ceiling 
price law ? 

Mr. Loos. No, the first idea is not correct; that is, that he receives 
the ceiling price from the co-op. There isn’t any sale from the farmer 
to the co-op. It is something that is sometimes stated in terms of a 
sale, but the real sale that will be governed by the price ceiling will be 
the sale that the cooperat ive makes to the trade. 

Mr. Mason. But the cooperative makes the sale to the farmer of 
fertilizer and a lot of other things. 

Mr. Loos. Well, you are talking now about a purchasing coopera- 
tive. I thought we were talking about a marketing cooperative. 

Mr. Mason. I am talking about the farmer and the consumer, and 
I am wondering whether a price ceiling law would be violated if a 
subsequent patronage dividend was handed out. 

Mr. Loos. Of course, if you are talking about the purchasing co- 
operative which has, we will say, sold some fertilizer to a farmer and 
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harged the price ceiling for it, and then made a refund to him later 
mn, that would be a reduction in price below the price ceiling, and 
that would not be in violation of a price ceiling law. The only place 
vhere any question could occur, it seems to me, would be in the case of a 
market ing cooperat ive. 

Mr. Mason. Take the case of a marketing cooperative that buys 
heat from its members at the ceiling price— 

Mr. Loos. Yes, but that is just what I say you do not do when you 
sive your wheat to the cooperative. You are giving your W heat to the 
ooperative to sell for you, and the « ooperative is bound by the price 


eiling. 

Mr. Mason. The cooperative does not take possession ? 

Mr. Loos. Well, whether it takes possession or not, it is making the 
ale; and the only sale that is governed by the price ceiling and the 


only thing that is a sale within the price ceiling law that existed under 
the OPA—of course, that question has not been raised vet, but that is 
the way it was under the former price regulations—the only price 
that would be subject to control would be the price at which the co 
operative sold the wheat to the buyer. 

Now, whatever it ld get out of the price, it could refund to the 
farmer. 

Mr. Mason. Were you present yesterday when Dr. Saxon analyzed 
this situation? 

Mr. Loos. Yes, I was. I do not remember that he said anything 
about price ceilings. 

Mr. Mason. No, he did not; but he did analyze what you are trying 
to analyze, and that is the difference between a margin and a profit. 
He made an analysis exactly opposite to that of yours, which shows 
that two great minds can work in opposite directions. 

Mr. Loos. I do not t! nk it shows that, Mr. Maso1 » 8O much as it 
would indicate to me that Dr. Saxon is not familiar with the way 
cooperatives operate. : 

As I understood his economic analysis, he said that you have risk- 
less interest. riskless w ives, 1 skless rent: that everything else above 
that is profit for the ass imption of risk, and he assumed that a co- 
operative assumes the same risk that a business corporation does. That 
is not true at all. There ie a lot of cooperatives that operate W ithout 
assuming any risk whatever. 

Furthermore, he made the statement that the rule with respect to 
patronage refunds was just the result of a lot of double talk. Now, 
that is not the case at a There are a lot of eminent judges and 
decisions of the circuit courts of appeals that have held to that rule. 
There area lot of emine} t law yers who have Sat in the general counsel’s 
office of the Bureau of Internal Revenue and have issued these rulings 
over a period of 20 years or more; and there is no double talk there 
at all. 

If anybody would do a little straight thinking, he would see what 
the difference is: and itis a very fundamental and complete differen e. 

I think Dr. Saxon was entirely wrong, but because of his unfamili 
arity with the way cooperatives actually work. 

Mr. M ASON, Mr. Loos, you testified before the Senate IF nance (Com 
mittee against deductions from the dividends of cooperatives last 
year, and you did a magnificent job of prov ing, from your standpoint, 
that it would not be pract eal, You really won your battle. because 


1S 
17 
i} 
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you had that provision removed from the law. I give you credit f 
that. 

Mr. Loos. Well, I think you are giving me a lot of credit that I a: 
hot entitled to. 

Mr. Mason. I think, however, that vane vou won that battle, ye 
went a long way toward losing your case r losing the war, sh: it 
put it that way—on this equal t: iiitien timation because of the figure 
you cited. I] phi used them a dozen times to prove that the farme: 
himself, so fat s his receipts 1] } patronage dividends a re concernes 
vets very ttle. 

Ninety percent of the farmers, according to your own figures, get 

1) down, and 10 percent of them get the bulk of the profits, 
eall them profits. 
Mr. Lax s. Yes, that is quite true, Mr. Mason. that those are tl 
figures; but I think you have drawn erroneous conclusions from then 
Of course, these cooperatives that were represented in that test 
monyv—lL have forgotten how many there were, although I think ther: 
were 10 or 12 regional cooperatives, some of them very large purchas 
ng cooperatives, having a great many members, or rather, a great 
manv patrol 


Now . many of those patrons of those large pure hasing cooperative 


ire not farmers. Many of them, by number, are people who will 
nto one of those places and buy ‘something or other, maybe some 
fertilizer for the lawn, or somethi like that. Not everybody that 
conn nis a true farmer. 

Now, the volume ol that busn ess Is very small i! percentage to thre 
total volume It s very much less than the 1D percent that is allowed 
for that tvpe of business. But the total number of individuals 1 
volved is very large, and many of these dollar refunds go to that typ 
of individual It not the farmers If vou added ll of the patrol 

e refun ule by all of the cooperatives—that is, the total number 
of check ed—vou would have a great many times as many chec! 

ere are Tarmers the country. . 

Now, the farmers, the real farmers that are in farming fora living. 
irre the ones that are in this 10 percent. Of course, there are a lot of 
them in the other group, too. But you must always remember that 

inv of these farmers helong to more t | in one coopel itive, AY my 
of them belong to half a dozen. and they may get S10 from this on 


so Tro mother, i. dollar from anotlhe re il dl oon You innot judge 


simply by the total number of patronage refund checks issued | i 
few cooperutives. Kve this small per intage represents, for just l 
t¢ eooperat es, over SOOO Tarmers who are benefit uv by patrol 


ore reful i rothe extent of S10 o7 more. 


Nr. \I \SOON You stated Mir. Loos. or at least ] thought you stated. 


that the co-ops do not take risks and that they do not have risk 


\Ir. Loos I said that many co-ops do not take risks, Many do take 
ne risks. but the risk that they take is mu h less than the risk that 


the man who buys and resells takes 


Mr. M ASON. It is not a question of degree of risk. It is a question 
f trying to arrive at what is the proper term for the rains fron 


pital invested. \ccording to Professor Saxon, wherever you have 
nvested capital and take a risk, that is a profit. 
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Now, we have had testimony here that they h ive to sel up reserves 
to take care of losses, and that means risks. 

Mr. Loos. Certainly that type of cooperative that has to set up re 
serves to anticipate possible losses is one Which has an inventory, for 
example, or one, Stilt ly is in the cuse Mr. Holman spoke about the 
butter cooperative—that makes its payments monthly to its patrons 
before they sell all of then butter. Phe have a risk: vel Just think 
how much less that risk 

You see, the cooperative has a contract under which its members 
take just the difference between what the cooperat ve gets and what 
Its exXpenses are. Th nk how much less that risk is than the risk that 
the dealer takes or the commercial manufacturer who goes out and 
buys milk and manufactures butter and maybe a month later gets 
it all sold. lle ha Linke il] of the I sk ol poss ble lee line hi the 
market. 

Mr. MAson. Let u forget about the degree of risk, because there are 
various degrees, mia is st ek to the port that if « tpt | = ! 
vested and a risk is taken, that means profit. Now, Mr. Holman said 
t did not mean profit 

Mr. Loos. It aoes 1 ! me a risk, because there are 
thousands of corporations tl 

Mr. Mason Phere might he a loss 

Mr. Loos. Yes: ind the degree oft} sk Is a proport Ol 
eree of profit. 

Mr. MPASON. You ¢ ! ive i loss. on the one hand. ind vou « 

a protit, on the other, and you innot separate the two it ill fron 
vested capital. 

Mr. Loos. Well, I think vou can, Mr. Mason. I do not think it fol 
lows at all that becau nue profits flow from capital, from ri 
cap tal, vou innot mak nh agreement, as a cooperative does, unde! 
which their total cost of operation will be deducted from their pro 
ceeds of marketing o1 ‘ir expenses of the distribution of supplies 
and any economic profit tl here may be in that transactic 
comes a part ot the ol Fey } , ie cooperative to n ike th 
to the patron, so the re . ne left fol t] e cooperative. 


Mr. \IASON Mr. Loos, st idied economics some years 


learned the truth of tain fundamental principles. I 


say th if you are an | | what s that old (rreek Soph cles 
Mr. Loos. I am sorry, but IT did not study Greek enough 


nize just what that meat 

Mr. Mason. That is the word from which the word “sophistry” 
comes, ) 

Mr. Loos. Well. I rachel gathered t Wis ] » But I 
assure Vou, Mr. Maso . that I am not endeavor ng that 
vein. I believe. I firmly believe. that if vou will jus lv7 hese 
transactions one by one ind follow them through to the result. vou 
\ ll reach th same co clusion t| I have. th: =. t wh hh VOU make 
a refund to the customer, to the patron, there ju inv income 
to the cooperative. , 

Mi Mason. That is all. 

Mr. Harrison. Mr. Loos. maybe we can help Mr. Mason 
He referred to th ; ile t] it the farmel makes to the market ng coop 
erative. Now, in the good old days when the English people had 
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enough money to buy some of our Virginia apples, the orchardist 
used to ship his apples to importing houses who sold them on the 
auction in Liverpool. The importing house would give that orchardist 
an advance on these apples. Then, when they were sold on the auction, 
sometimes the sale was bad and the man who made the advance would 
not come out very well. In other words, there was that risk. He 
took the risk when he made the advance. 

At other times, not frequently enough, unfortunately, the fruit 
would sell at the auction at a substantial advance, and the commissio1 
merchant would deduct his commission and pay the rest of the pur 
chase price to the farmer. 

Now, certainly that farmer did not sell his fruit to that commission 
merchant. You certainly would net charge income taxes to the com 
mission merchant based on a percentage of what he sold these fruits 
for over and above the advance, would you? 

Mr. Loos. No, sir. 

Mr. Harrison. Do I make myself clear? 

Mr. Loos. Yes. That is exactly the situation. 

Mr. Harrison. It is the situation ? 

Mr. Loos. It is exactly parallel to the situation of the cooperative 
as a selling agency. 

Mr. Reep. Reference has been made here to the professor. I have 
creat respect for professors, but sometimes, you know, they are a little 
bit absent-minded. I remember the case of a professor of Cornell 
who was explaining gravitation. He went out to a bridge about 125 
feet above a gorge: he held his watch in one hand and a stone in the 
other hand, and said to his class, “Now, you observe.” He dropped 
his watch, and held tight to the stone. 

Mr. Martin. I will not ask any questions at this point. I do want 
to take this opportunity to tell the committee that Mr. Loos is one of 
our great lowans. His father was the head of the department of 
economics of the University of Iowa and made a distinguished record 
there. He was head of the department at the time I was a student 
there before World War I. I have known Mr. Loos since our school 
days there together at the University of Iowa, and he rates as a great 
economist and a great lawyer, and we are very proud of him. 

Mr. Loos. Thank you very much, Mr. Martin. 

Mr. Harrison. Are there any further questions ? 

If not, we thank you, Mr. Loos, for your help. 

By direction of the chairman, the committee will now adjourn until 

30 o'clock. 

(The following was submitted for the record :) 

HousE OF REPRESENTATIVES, 
Washington, D. C., March 7, i951 
Hon. Roserr L. DouGHTon, 


Chairman, Ways and Means Committee, 
House Office Building, Washington, D. C. 
Dear CoLLFacve: Enclosed is copy of a letter from John M. Van Horn, secre 
tary, Mutual Orange Distributors, Redlands, Calif. 
May I request that it be made a part of your record when the matter is brought 
before the committee. 
Sincerely yours, 
Haroip A. PATTEN, 
Member of Congress 
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MuTvAL ORANGE DISTRIBUTORS, 
Redlands, Calif., February 26, 1951 
Hon. Haroip A. PATTEN, 
House Office Building, Washington 25, D. C 

DeAR CONGRESSMAN PATrEN : Your files doubtless will reveal that on February 
20, 1951, we addressed a telegram to you referring to H. R. 8920, wherein Mutual 
Orange Distributors, as a farmer-owned marketing cooperative handling Cali 
fornia and Arizona citrus, protested inclusion in that proposed legislation of 
taxes on annual refunds to our members since such refunds are nothing more 
than very minor adjustments in the costs of marketing the crops of our members 

As you know, the matter of taxation of cooperatives currently is being con 
sidered before the House Ways and Means Committee. Therefore, our board of 
directors has again gone on record confirming its position as being opposed to 
such changes in the Federal tax laws as regards cooperative organizations We 
feel since there is no income involved, that taxes like the one proposed are puni- 
tive in nature and, therefore, unsound and inequitable 

Anything you can do to obviate unwise changes in section 101 (12) of the 
Internal Revenue Code which will throw an inequitable tax burden on cooperative 
organizations will be appreciated 

Yours very sincerel 
Joun M. VAN Horn, Secretary 

(Whereupon, at 12:45 p. m., a recess was taken until 1:30 p. m., 

of the same day. ) 


AFTERNOON SESSION 


(The committee reconvened at 1:30 p. m., upon the expiration of 
the recess. ) 

The CHAIRMAN. The committee will come to order. 

The next witness is Mr. D. W. Brooks, of the National Council of 
Farme Cooperatives of Atlanta, Ga. 

Mr. Camp. Mr. Chairman‘ 

The Cuarmman. Mr. Camp. 

Mr. Camr. I want to say a word of introduction for this distin 
eulshed centleman from mv State whom I have known practically all 
of his life. He was bor? in the sume town that Ty Cobb was born 1th 
and he has gone just about as far in cooperative work as Ty went in 
baseball. 

Last year he was elected as president of the National Council of 
Farmer Cooperatives. 

The Atlanta Constitution had this to Say about his election: 


Georgians acquainted with his work are especially gratified at the election of 


D. W. Brooks of Atlanta, as president of the National Council of Farmer Coop 
eratives Mr. Brooks’ contributions to agriculture in Georgia and the South 
have been many. He was ed man-of-the-year in Georgia’s agriculture last 


year. The association which he now heads has rendered fine services for farm 
ers, particularly small farmers. The combination will be a happy one and 
heneficial to farmers everywhere 

On the same day the other daily paper of Atlanta, the Atlanta 
Journal, had an equally gratifying editorial complimentary to Mr. 
Brooks. 

Mr. Brooks heads the Cotton Producers Association. I think it is 
one of the model farm cooperatives, that is, marketing cooperatives. 
And I request the committee to ask Mr. Brooks any questions they 
neei to to get information about farm cooperatives This man. I 
think, can give you the answers. 

Thank you, sir. 

The Cnatrman. Very well; thank you very much, Mr. Camp. 
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I hope you will all keep in mind that we heard only two witnesses 
this morning and we have quite a number to go through this after 
noon and we are starting out behind schedule. 

Mr. Brooks, will you please give your name and your address and 
for whom you appear for the record ? 


STATEMENT OF D. W. BROOKS, PRESIDENT, NATIONAL COUNCIL 
OF FARMER COOPERATIVES, ATLANTA, GA. 


Mr. Brooks. Tam D. W. Brooks and I am president of the National 
Council of Farmer Cooperatives, and my home is in Atlanta, Ga. 

The Chatman. How much time will vou need, Mr. Brooks / 

Mr. Brooks. I think I will need only about 15 or 20 minutes 

The CHamman. Very well, proceed in your own way. However, 
try to keep within that time as we have to try to be fair to the other 

ithesses, 

i . Brooks. That is right. 

I also have Mr. Karl Loos with hie because there might be sone 
technical questions you May care to ask and he is here to answer them. 

The ¢ LL AIRMAN. We are very elad to have Mr. Loos WW ith Us. 

Mr. Brooks. There are a number of things that have been brought 


up about the hearing that I want to discuss with you here today in 


order that we might get them clarified. 

kor example, vesterday, and to some extent today, we heard a great 
deal about the letters which you Congressmen have received from busi 
ness people back home. Now, I want to say to you that the farm 
cooperatives have deliberately tried to keep letters from coming to 
you because we have felt that this was an issue that should be settled 


on its merits and not on the basis of pressure, If there is any other 
consideration to be given, I think that we can get you many farmers 
who have been benefited by farm cooperatives, and get 10 letters of 
that type for every 1 that you have had up to the present time. We 
naturally assumed that you did not want those letters, and we have 
not passed the information on to our members as to what is happen 
ing up here. We have felt this was a matter that should be settled on 
Its merits al d not on the basis of pressure, al dl we have condueted 
ourselves in that manner. 

Now, the next thing I would like to bring before this committee is 
the reason w hy some of these co ops organize. In the case of our par 
ticular association, it was organized in 1933. The reason why we, as 
cotton farmers, organized this association was because our per capita 
income in the State of Georgia had gone down to S74. That was our 
per capita Income nm Georgia when our assoclation Wis organized. 
That Wis the reason why it was organized, because we had reached it 
starvation pont and our sphere of life wis So low that Wwe had to do 
something as farmers to raise our standard of living, and we thought 
one way to do it was to form a cotton cooperative to bring about better 
marketing conditions. 

Now, even at the present time, our per capita income In Georgia on 
the farms is low. This last year it was 8375, so that we have made 
tremendous progress, but still we have a relatively low income as com 
pared to most of the people of this Nation. 

In the case of farmers generally in the Nation, the per capita income 
is SSOO now, which is a little more than twice what we have in Georgia. 
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Considering the Nation as a whole. the othe peopl who are not 
farmers, the per capita income ts S1.600, so that we still have a long 
Wavs to go in order to be on an equal basis from an income standpoint 


As compared to the oTrhel people ot th) - Nation. 


Naturally. the farmers waht to vet themsely = On i! equal bas 
with the others. and they feel that one of the wavs to do if = to do 
some of these thn = for themselves instead of letting somebody { 


do the th ngs for t] 
Now. another q restion that has been raised here a numbet of times 


1S the question of small ce ops al d large co Ops It seems that a small 
co-op, as T understar i it. eSCl bed a Tre sheep and the large CO-O) 
as the wolf. JT would lke to sav this: That we started and tred the 
emall Co-Op method \ ‘r] ip of tls farmers vot toget] C1 and tried 
to pool our cottol \ I isked the buvers to ome nm These b ivel 

got into a partnership agreement, and instead of us getting more for 


our cotton we got a great deal less. On the first sale that we made, 


instead of getting 18 cents. which was the proper price for our cotton 
we got 12 cents. and we heard later that the buvers had gotten together 
and decided the way to put this bunch of farmers in their place was 
to skin them eood They ipparently iwreed among themselves that 
if the farmers tried to vet togethe they would vive them less than 
they would if the cotton had been brought in by individuals indi 


vidually. So that we found this business of being a sheep generally 


worked out so that we were shorn, so we felt that we had learned that 


we had to do more than that if we were to survive in this competitive 
systeli. 

Now. another questi that has been brought up here from time 
to time ts the volume -ops have done in this country. There 


have been Tianhy statements that would lead you to he] eve that be 


cnuse of a tax advantage the co-ops were just go ng out now ane 


taking over all the busines The facts do not support any such 
conclusion ut all. | t! the claims on thre othe sid have been 
either in numbers of cooperatives or members or in dollars-and-cents 
volume. Now. vou know and | KnOW that the prices ot all com 
modities have gyone up tre endously, and that is not . fair way 
of judging the progress of farn Co-Ops. The onlv w iv to judge 
the progress rightly. nl Opimion, is on a percentage of the volu 
done in this country And when vou put it on a percentage ba 
the farm cooperatives ive not gone up Nn proportion to other tvp 


ot ly ISTHeSs, 
ko example, in the case of the market ne cooperatives, the wreat 
est amount that we ever handled was 31 percent during the depres 
on of 1931-32 because farmers were driven to co ops at that time. 
Tod iV, the last heures | have here show that we were down to vv 
percent of the total marketings of farmers in the country in 1946 yf 
So the figures do not support many, many of thi things that have 


been said before the committee: they do not show that Co ops have 
tuken over the business of this country or are even increasing the 


proportion of the farmers’ total business which they handle. 


| could give vou the Sal e thing 1 the cnse of cotton cooperatives 
We started back in 1921-22 and Dy 19~) we were up to 9% 1 percent 
That was 25 vears ago This last vear our total volume amounted 
to 104 percent. In other words, n As ears we had evained only 


1.33 percent of the total stem so | do not helleve that Te LAAT of 








1420 REVENUE REVISION OF 1951 


the conclusions that have come before the committee are correct con 
clusions as to the fact that co-ops have a tremendous advantage and 
they are taking over the economy of this country. 

it seems to us that there are two people or two groups of busines 
peop le who are attacking the co ops. One group isa group that doe 
not understand the problem. They are fully sincere people; they 
are honest in their convictions and they believe honestly that farn 
co-ops do have a tremendous advantage. Some of their beliefs hav: 
been due to the fact that they have had improper information an 
in some instances it is because they have been misled. 

There is another group of people who are rather a selfish group, 
and I am thankful to say that that is a minority group. But I knov 
that one or two of the most vicious attacks we have had in our Stat: 
have come from people who have done more to escape taxes in m\ 
opinion than anybody in the State. They have set up large num 
bers of col porations, not to pay double taxes, but to get out of taxes 
because their personal incomes had gone up to the point where they 
could set - corporations, through which they could do two things 
They could reduce their personal income tax tremendously through 
corporate taxes rather than individual taxes and they then own thos 
corporations for a long period of time and sell the stock, or ee 
corporations, out of a tremendous increase in price of their stock, 
take a long-term capital gain and put the money in their poe ket 
And when you analyze them, a lot of those people have not bee! 
entirely honest, in mv opinion, as to the facts in the case of taxa 
tion as related to cor porations and cooperatives. 

I might point out to you that there is no way for a member of 
a farm cooperative to get any returns from that co op without pay ing 
100 percent tax on those returns. ‘That is, he has to pay on the bas 
of 100 percent of the income; he does not have any long-term capita 
gain on the basis of 25 percent. 

As I see the situation, the pro lem that you have before this com 
mittee is one, and that problem is this: What are you going to do abo 
tuXiIng the unallocated reserves / I don't think a member of the com 
mittee would be willing to tax patronage refunds that are taxable 
the hands of the member of a cooperative. I don’t think any member 


of this committee woul | be that unfair. After all, a coope ‘rative Is a 
partnersh p set up, except that it does not permit one ae hich | to mal! 

' proht Ol thie othe one . he only vets back that rhode Wi hich belo u 
toh Mm. 


Now. that ben o true, it seems to me that the whole question is: WI 
are you going to do about the unallocated reserves’ I realize that 
Isa tough problem. You have had lots of pressure and lots of tiny 
managers of co Ops have had lots of pressure about it. 

On the other hand, I want to take just a moment of your time and 
tell you why most cooperatives feel that it is necessary to have unal 
located reserves. I want to eall your attention to two or three things 
that ou part cular association has done. 

For example, we wanted to develop or increase the production of 
corn. In our particular State, the average yield of corn for 2 D> veal 
was 1014 bushels of corn per acre. Now you gentlemen who know 
i vything about corn production know that all that you produce o! 
ushels of corn per acre 1s pove rty, and that is what we have pro 
duced a large volume of in our area. 


1014 } 
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We said. “We must get this product on up.” The one Way to get it 

» was through the use of soil-building crops. The greatest soil- 
building crop that has ever been developed for the South was blue 
lupine. We could not save the seed. Every time it rained the seed 
would go bad in 24 hours 

Our association felt we must put up the money out of these re 
serves and put it up to see if we could not develop a way of saving 
this seed for the farmers. 

We developed th il prog tlh. It took a lot ot money, and il lot ot 
rime, but we developed tlre program. What happen ig When we 
developed that program many commercial people then developed if all 
ovel the area. There ire hundreds of plants now. We did not have 
any patents on the system, we didn’t want any. We wanted to raise 
the income of the farmers 

What has that done? In 3 years’ time we have raised the \ eld 
of corn in our State from 1014 bushels where it had been for 25 years 


to 18 bushels per acer 1 am confident we can in a short time double 
the vield per mere Ph it, If seems to Us, IS wood, not only for the 
farm rs but the bus l ien, because it has put more money into these 


farmers’ pockets. 

Now the next problem we had was carrying this corn. For years 
nota single oral elevator for storn vrcorn had ever been developed 1th 
the Southeast Why / Because of the fact that with our high hum al 
ty and insect damage we could not store corn. What happened then ‘ 
Invariably the price of corn for 25 vears has doubled in the period 
from the fall of the year to the spring and summer. ‘The farmers 
have had to sell their corn in the fall because they could not keep it 
intil the summer because of the humidity and the insect damages 

Our association spent D years and a lot of work and a lot of effort 
and a considerable amount of money on pilot-plant tests in order to 
see if we could not wipe this one problem out. This last year we 
built a erain elevator based on pilot plant tests We believe that we 
can solve that problem, i! d, if we do, we can largely double the income 
of farmers who grow corn in the South. 

We do not have any patent on that system. We would like to see 
many commercial elevators developed and have it developed by other 
people. But we do have i distinct interest in raising the income of 
this group of farmers 

Ex ept for the fact that we had some of these reserves that we could 
use in programs of that kind we could not have developed the pro 
gram. We have used a relatively small amount of money, but it seems 
to us in time it will mean millions of dollars to the farmers in our 
area. 

There are other things, too, that IT can point out to you in the case 
of market risk and things of that kind, and you have unusual situa 
tions. ] have been up here for almost a month now working on a 
problem over here on cottor . because we have heen caught ina freeze 
under this price free Ze al d no cotton has been handled either on the 
exchanges or otherwise. 

We have members who want to market cotton, Wi ilmost have t< 
do something about it. We have ho protection in the market. The 
markets are all el sed If we did not have anv reserves with wh ech to 
meet that situation we could not do a thing for our farmers today, 
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we could not market a bale because we don’t know what the marke 
risk is. There is no way to judge, we don’t know what will happe 
So it is verv desirable, from an operating standpoint, for cooperallve 
to have some small amount of reserves that they can use for prograt 


of this k l a. 
The questior has come up here, has been brought up by some of vo 


members of the committee, as to what Is a reasonable reserve. I thir 
that it would be helpful to farm COOP ratives if the ‘Treasury or sole 
one would say what a reasonable reserve is, if that is possible, and | 
think that t would cleat up this whole problem, and personally | 
would like to see that done. I think it would help the whole situation 
ind clar ry it col derably. 

There has been considerable said here from time to time as to what 
s the effect of farm cooperatives f Are they soclalistic é Are they 
‘isms” of any kind?’ 1 want to take just a moment to say to yo 
that there ho group of people n this Nation who believe more ! 
the capitalistic system and who are doing more to maintain it thar 
the farmers who own the farms in this country, and [ want to prove t 
Vo that that is true. , 
~ | have before me here, and I would like to have the privilege of 

or it to the record, Mr. Chairman. an article from the Com 
| \ppeal ot Memphis, the January 7. 1951, edition. This wa 
front page. 
CHamman. Without object on. that may be inserted in 
it this point. , 
formation referred to follows:) 


d runnil 


experts wel 
be held 
ised to romp 


ttn T 








Finally a guard wa stationed at the entrance oT ¢ h building for the entire 
onvention. Changing of the guard took place every hou! Chere was no pass 
word to be overheard. The guard on duty Just passed on to the relief man 
pecially folded newspaper. That was his badge so that party chiefs would 
hink anybody was loitering Incidentally. a folded newspaype makes a might 

ndy blackjack if properly used At regular intervals, the guard would scan the 

ets fe possible Gover! el mel! 

Meanw!l ( cottie at | a were depioyve rizhe t the bu ngs, ¢ ‘ il 

the stairs and back entrances. All this is understandable he comrade 

e deleg e tor eve th) embers, cl sel \ ( l . State l I 
n eve Stute were ving Moscow orders and ding Ww j ecis 

Most imy nt d ‘ the order f rr ! f ew ‘litical part 

. the ¢ mmu . , nvel I leprinted tf |’ gressive P 

! hat s | I Lis I \W ct W head I 4S f i 

d of men who, ac y Lee Pressima wert e orig 1 Stalinist infiltra 
= inte he Units s G ! ent lid hix conve im Ne y } 
week blue ! or ~ enders n effec 
While the Progress I d its ‘ S <] swe} 
the third part So, W he developme! f ’ dl "yp es I 
‘ ndetr ! t Star Iking now f new tl lp f 
ad ence 
at 


ilking party ‘ ers dre Phe u sts W old 
hey d put in more tft s Taw = ne | K I pera 
ves as the focal p fthis W h hd W ! fart borers 

Much time was ade ! er blas e FBI It was said again and 
gain, that J. Edgar H Federal Bure Investigation ist be liqui 
dated The deleguts ‘ I wl ha ! ‘ eust 2 ve ‘ wership 
ind training, were . ns ‘ to e! ‘ W g over W ‘ espe 

Negro wome!r na ul ed f ! dl he party's Labor 

Youth League ge ys . » ae yainst interfering 1 rilv witl 
_ et gress ad xt l new popular Tt! t f m below 
<u sthel " outtits the hed cessf \ 

k in 1985 

And the Red drag eX] <W ' sentments found 
ri ! found re es whe he war emerge! 
esent volae ‘ ) i 1 w of y | speed 

if wiige Treeze 

Right comrade I faces in high Re sieht. Can't 

i wet i ‘ re 

Mr. Brooks. I war how vou the things behind some of the 
roblen that we i int le | ive Just subi ted Gives you 

Oi] lete report ol eeting of the Ce niu Part t 
mntry ind Il wat iW it. the Sala ar I nel i i 


| tw le 1 **f ! ~ lr} | : we d ey d 
e time wi vns mel 1 k f 1) esx ~ 
| iL point this worl lw t! ! | ‘ 
, ' , 
Why did they do it? Thev did that because of this fact: Tha 
] 1 } } " " 
! ! nthe wortd they have bee n 


“ nuiidda 
Siberia, but took the lustrial workers, and he liquidated most of 
hem. He murdered thet Why? Because they were the great 
group of cay talists he had to deal wit 

I want to iV to Ve it it the one Way we cal kee] " J talist =\ 
tem in this country t« epa tot of ipital sts \ oOnave a take “it 
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The only way the small farmers can continue to own their farms 
through farm cooperatives where they can work together and meet thy 
competition of the large partne rship farming, the corporation far 
ing, and things of that kind, without penalizing the consumer in a) 
way. We must meet the competitive situation in this country. 

the best system in the world. 

Now. let me say this: Our friends who want to change the tax lav 
say that they want to close all the loopholes. I would lke to ask soi 
of you members on the committee tomorrow, or this afternoon whi 
they testify, to ask them if they would like to close the loophole of t] 
25-percent long-term capital gain. I would appree iate your aski 
them that question. 

I have been up here working on this cotton situation, and I kno 
some of the fellows in the cotton trade fee] that we have the advantag 
They would like to see cotton cooperatives taxed. And I don’t blan 
them. I think some of them are misled, but I don’t blame then 
However, when you had the hearings on the 25-percent situation, | 
know that some of them left our meeting over there where we wet! 
working on this cotton problem, and they came over here. Why 
Because of the fact that that is the way they make most of their money 
That is the way they escape their taxes, because they get into t] 
futures market and whe n the Vv get to thee nd of the 6 months’ per 10 
they either take a loss or a profit just before or after, and of pee re tha 
is the way they esc ape their tax. But they would tell you very 
hemently that they do not escape a penny tax and that they are terribl) 
mistreated and the farmers have a tremendous tax advantage. 

Another thing that has been brought up on the question of loo 
holes is oil depletion. I say to you that as far as I know it is a pe 
fe tly leg timate loophole. I don’t know, it might be all right. 
I do know that some of the farm co Ops have gone off of the exempt 10 
and I have talked with some of them as to how they are coming Oo 
and they said, “Well, you just ought to get in on the 2714 percer 
It is the most wonderful thing we have seen in the way of a loophole 

So that actually, when vou get down to it, some of these people w! 
criticize farm CO-Ops also have loophol s and they may be very leg) 
mate ones 

I want you to understand that I am not criticizing either the 
percent or the oil depletion loophole, the 2714 percent. Both of the 
are probably legitimate loopholes. 

But, by the same token, I think the farmer cooperatives have a leg 
mate reason for asking for the things which they have asked for, a1 
which Congress has given to them. 

The question has come up about calculated risks. Co-ops must 
times take calculated risks and the only way they ean take them 
through some kind of reserves, and they must have these reserves, 
they cannot do the job for their members. 

So I am saying to you that those are the reasons whiy it 1s adva 
tagveous to farmers sometimes to have a small reserve fund that the 
can use for matters of this kind. 

There are just one or two other things that I would lke to ela 
orate on for just a moment, and then I am through. The first is 
relation to a question that Mr. Mason asked this morning abo 
consumer Co-Ops farming in England. It so happens that my old 
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. 


gland for many vears and I started going to Eng 


ind at a ver early age, and it seems to me that one of the most 


rother lived in F 
pitiful things I have seen In the history of this world is this: When 
| started going to England early in my life it was the greatest, richest 
ation on the face of the globe: today and | Was in England a few 
ionths ago trving to sell cotton—it has 


luring Wiy lifet me | have seen one ot 


{ 


ne practi ally to poverty. 


e greatest nations on the 


{ 
we of t ha clobe pl ctically liquidated, which shows me that In a 
ort time you can go from wealth which took maybe a thousand 
ears to accumulate to a state of liquidation. So they are doing many 
hings in England today that I cannot understand. But in the case 
f those parti ular « ooperatives, ] have done a little checking on that. 
ind I want to say to vou that in the first place it has been a very 
xXpensive experiment for those cooperatives. They have lost a lot 
f money trying to vTow the crops, and | do not think that they are 
onnected with lal or. l don’t believe that you could vet labor It} this 
ountry to go out al d farm as long as they ire getting anything near 
he present industrial rates that they are getting. ] just do not br 


] 


eve they would even think of going out and farming in this country. 

From that point of view, I do not believe that that is a really com 
petitive problem that we have in this country. It did develop in 
England and I think it was unfortunate. 

Now. there is one othe question that was brought up here that I 
think should be elaborated on for just a moment, and that is this: One 
of the members ot you! committee said that he was delighted that ap 

rently more members of farm coop ratives ittended their meetings 
than the stockholders of con porations. 

I want to tell you why I think that is true: I think that is true be 

iuse of the fact that the farmer feels more that he owns the associa 
tion, 1t 1s something that he owns: whereas the average stockholder 
joes not feel that he owns a stock corporation. Whi ¢ Because of 
the fact that when a member of a farm co-op goes to a meeting he has 
iis vote and his vote 1 juUST as big as any other person's there. Nobody 
an outvote him. He has one vote and that is all anybody else has. 

Now, when you get into a stock corporation and you go in to vote, 

ost of them don't even go. Tam sure many of you members have 
stock in corporat ons. | do. How many members’ meet ng 
been tof I have always had the feeling that there wasn’t any use 


for me to vo because of the fact that all I could vote was the little sto k 


rs have you 


| hac and omebod\ ilready has control of the Stor kk who Is golng to 
vote it the way t 


} 
} 


ey Want it to be voted. So what Ls the use, But when 
| vote as ii member of ‘a farmers’ CoO Op, | can vote just as strongly as 
inv man there and I have a stronger feeling that I own it. or that I 


wn my part of it, and Lam equal to any man there. That is the rea- 
son why members of farmer co-ops are stronger in their beliefs and 


n their associations and why they feel they have more of an owner- 


ship in them. 

I thank you. 

Phe Cramman. | have just one or two questions, Mr. Brooks. 

What percentage of the farm population—and I am not talking 
bout the entire Po} ulat on, but of the farm pop ilation own their 
own homes ¢ 

Mr. Brooks. It has been going up every year. As I recall now, 


something over 60 percent, between 60 and 70 percent. At one time 








1426 REVENUE REVISION OF 1951 


it was bet ween 30 and 40 percent, but we are now up to between 60 a1 
70 percent, 

The Charman. What is the average pay per day that the fan 
laborer receives now ¢ 

Mr. Brooks. I cannot answer that exactly, but I would say as 
estimate that the average farm lnborer now receives from 83 to S$ 
per day. 

The Cuar:n. You say that they get from S35 to 35 pet day ¢ 

Mir. Brooks Phat is the laborer. 

The Cuammayn. You cannot get a man to look at a hoe handle fo 
less thar so a day. He Wwahts to look at his watch ius often as hy 
hoe handle to see when the 8 hours would be up. 

Now, you spoke of the fact that a large percentage of your popula 
tion own their own homes and you spoke of the lower per capita in 
Come, Deo not a large percentage ot these fam hes that work on th 
farms who do not own their own homes have large families and cor 

equel tly that iay he the reasol for your low per capita heome 
the State of Georgia / 

Mr. Brooks. That is not entirely trne, sir. Even ona family bas 
we are still low. But I grant you that we do have some larger thar 
average families on the farms there. 

The Cuaiman. Do you not have families of 6 or 8 or 10 depend 
ing on one person who is the breadwinner and who is not a honw 
owner, and does that not help to bring down the per capita income ? 

Mr. Brooks. That is right. 

Let me make two points to vou: As | said, even on the family basis, 
however, we are still very low as compared to the income of the people 
of the Natior Secondly, that is one reason why we must have higher 
mcomes, because, a tually, we are produc Ing the excess population of 
this Nation on these farms. And if you keep lowering their income, 
they cannot develop the kind of citizens that we must have in th 
country 

Now ot course, some of my Republ ean friends up here Say that 
that is verv bad because they say that all we are doing is growing a 
lot of Democrats nt cl puttit a them all over the country, but I do hol 
rently thn k tisthat bad. 

I do th ! k that we do have that problem, and if is one more renal 
renson wl Vy we must have i high r income: otherwise we cnnno;rt sel d 
t! ei dre n to school und rear them properly. 

Phe CHatmrMan, ‘| he question [ am asking you Is not a question aut 
ill] about cooperat ve taxes: but if the large percentage of tho e 
families who do not own their own homes have large families. and 
ol ly have one breadw Inner, then that helps bring down the per cap ta 
neome of th it | umily nl d In that State. 

Mr. Brooks. That is true. But, fortunately, we are in the position 
now that the percentage of farm owners IS gomg up and has been rong 
up for years, so that in a reasonable period of time, I think, we will 
largely eliminate tenants in the South. 

Che Cuamman. Thank you. That is all I have. 

Mr. Reed ? : 

Mr. Reep. I want to congratulate you, sir, on a verv fine statement 

Mr. Brooks. Thank you. , 
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Mr. Reep. You commented on the fact that you were not having 
your members write letters to us, that is, the farmers who would be 
benefited, and I draw the inference that perhaps some of these people 
who are fimhting the farmers have en ouraged letter writing. 

Mr. Brooks. That is our belief. 

Mr. Ry ep. There is the National T iX Equal ty (ssociation I have 
a piece of their literature he re, whi h goes Into detail. which shows 

picture of the Congress and the farmers and a few others. 

And this is addresesd to the member, I have put in the committee 
record a long list of contributors to this organization. It says: 

Remember * * * egislation to boost income taxes higher is now being 
vritten preparatory for the new session of Congress 

The time to protest now 


ind the words “protest” and “now” are in large letters 


ifter taxes are raised 
Protest 1 your ow word nh your own way 
Your Congressman and Senators need a letter from you 
{nd then they issume that the members are all 1] terate or could 
not write a letter the 


Ives. so they rive themas tniple: 


DreaR Mk. CONGRESSMAN: You raised me taxes Now | hear you are 
yoing to do it agai But vou stil et bi ns in business and profits escape 
How come you raise Vv tuXes, but let co-ops, mutuals, a other profit-making 
corporations vet off se free, or neat s I ant a straight aunswer ind I 
want these businesses fully taxed befor you incrense my or any one else's 


ncome tuxes ara 
That is the letter we vet, or ins ibst motility those word 
This is only a little sample of what I call the scurrilous, misleading. 
n fact disreputable propaganda that is sent out. 
Aftet collectin 
1 


tions, all the wav tro S500 to 81.000, that is the tv 7 people Who 


r thousands upon thousands of dollars in contribu 


‘ 


ire working against vou farmers 

Mr. Came. Mr. Chairman / 

Phe Cuatmrmman. Mr. Camp. 

Mr. Camr. Mr. Brooks, I would like for you to tell the committee 
n what States youl (‘otton Producers ( oopel itive operate ¢é 

Mr. Brooks. At present we are operating princi lly n Georgia, 
but some in Alabam : n South Carolina. 

Mr. Came. How many members do vou have? 

Mr. Brooks. We have LOS.000) members. 

Mr. CAMP. What = the aver iwe amount of cotton that these met 
bers turn over to you ¢ 

Mr. Brooks. From 2 to 4 bales. 

Mr. Camp. Therefore, I take it that you represent the very small 
farm group in those states / , 

Mr. Brooks, Asa whole: ves. 

Mr. Came. Just to show the method of your operation, when a men 


ber turns over to vou a bale of cotton. do you rivance him it. that 
me immediately any amount of money? 


Mr. Brooks. Yes, We ive In thre early dl iVs vd unced our met 
DeTrS about 60) peres - but the st al] vrower we foul d could not po ~ 


1 


bly live on 60) per ent I] ~ 1] Come Was s ich that he ( ould not even 
ve on 100 perce! [. so we had to devise a omenans whereby we co ild 


protect oul membe} ! t hie msociation whic th 


. . 
ey owned, ma ve 
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have done it through hedging our cotton. We have a seat on t 
New York Exchange and when the member delivers his cotton we c 
hedge it and that protects the association and then we can ma 
much more liberal advances to our members. 

Mr. Camp. About what percentage of the market price of that « 
ton do you advance him when he turns it over to you ¢ 

Mr. Brooks. That varies a great deal, of course, from market 
market. I mean, the only basis you have to judge it upon is wh 
somebody else is paying the farmers. On that basis, as a whole, 
think that our advances are pretty well in line. In fact, we know t]} 
at times growers would be paid a great deal less money for their ec 
ton if our advances were not liberal. 

In other words, as I recall, during the First World War, the avera;: 
take of the man who handled cotton was about $26 per bale. I ju 
don’t believe that any of them can take $26 now, because if they d 
all of them would become members of our associat ion. 

Mr. Camp. So you make a liberal allowance and then when t! 
cotton is sold do you send in the rest of the money that his cott 
bought ? 

Mr. Brooks. Every penny that the cotton is sold for belongs 
the grower based on his patronage, the number of bales which |! 
delivered. 

Mr. Camp. Now. Mr. Brooks. you spoke of the reserves which you 
association has. Is that amount that you save back in the associati 
at the end of each season ? 

Mr. Brooks. That is right. We have two types of reserves. | 
the case where we have helped develop the local association the gro 
ers originally invest enough money in that area, if we have a cott 
warehouse, for example, to help start the cotton warehouse and th: 
for operating reserves we have a revolving fund in which each mem! 
contributes based upon his patronage in the association. 

Mr. Camp. That 1s money that has been allocated to the mem 
but he has left it in the revolving fund ? 

Mr. Brooxs. That is right. 

Mr. Camp. You spoke about your research work and your develo; 
ment in Georgia of blue lupine. Do you have a fund for experiment 
purposes and development of cottonseed and lupine plants and 1 
soil and thir os of that sort ? 

Mr. Brooxs. The only money that we have had has been fr 
this reserve, the unallocated reserve, and I say that has been t! 
reason why we have felt that there was a sound reason for a reaso 
able amount of money not being allocated back to the member, t} 
we could withhold a small amount.of money to use for that purpo 

Now, we think that that has been the best money that has be 
invested for the member. 

Mr. Camp. I would like to ask your personal opinion: Do you 1 
think that if some formula could be worked out whereby the marketin; 
cooperative like yours could be allowed a reserve for contingencies, a 
emergency reserve, and a reserve for research, that the rest of 
unallocated money In your hands might be taxed and thereby we 
solve this problem and it will not be recurring every year every ti! 
we meet ? 
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Mr. Brooks. In my opinion, Mr. Camp, if you did that there would 
be no unallocated reserves. Because, after all, farmers in our area, 
particularly, do not want you to accumulate any reserves beyond 
what could and should be used very wisely for their benefit. So if 
you had the type of reserve you are talking about, it seems to me 
that the rest of the money would have to be allocated to the member 
or would be allocated, and the member would pay taxes on it. 

Mr. Camr. I want to ask you about expansion. That is thrown up 
to me as much as anything else. They will say: “This cotton pro 
ducer’s cooperative has a fertilizer plant at Fitzgerald,” or they say, 
“They own a warehouse at LaGrange or Gainesville or somewhere in 
the State.” 

When you buy a warehouse will you tell this committee how you 
do it and why you do it ¢ 

Mr. Brooks. The way we do that is this: If the members at a par- 
ticular area say they need a facility to carry their business in that 
particular community, then we say to them that: “You must raise a 
sufficient amount of capital in order to buy or build that facility.” By 
that we mean this: That we can only borrow generally about 50 percent 
on the value of that facility. So we say to the members that they 
must raise the other 50 percent in the form of capital and invest it in 
there, and when the do that, then we will go ahead and proceed with 
the building, or the acquiring of that facility in that particular com- 
munity. 

Mr. Campe. Do you use borrowed capital for all of that except that 


which the local members and local associations put up themselves? 
Mr. Brooks. That is largely true. There might be a few minor 
exceptions to that. but that is the pattern which we have always 


followed. 

Mr. Camr. Do you manufacture fertilizer for your members? 

Mr. Brooks. Yes: we do. 

Mr. Camp. You have your own plants to manufacture it? 

Mr. Brooks. Yes 

Mr. Camr. Do you manufacture phosphate ? 

Mr. Brooks. Yes: we manufacture phosphate. 

Mr. Came. And then you have mixing plants / 

Mr. Brooks. That is right. 

Mr. CAMP. Do you have cotton warehouses to store the cotton of 
youl members ? 

Mr. Brooks. That is right. 

Mr. CAMP. You do not have enough to store it all, do yous 

Mr. Brooks. No: we store a greutl deal of our cotton with other 
people. 

Mr. Camp. That is all I have, Mr. Chairman. 

The Cuairman. Are there any further questions? If not, we thank 
you very much, Mr. Brooks, for your very fine statement. 

Mr. Brooks. Thank you, Mr. Chairman. 

The Cuamoman. We will next hear from Mr. Clarence A. Jackson, 
vice president of the Indiana State Chamber of Commerce, represent- 
ing the National Tax Equality Association. 

Will you give youl full name and address to the reporter, please ¢ 
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STATEMENT OF CLARENCE A. JACKSON, VICE PRESIDENT, INDIANA 
STATE CHAMBER OF COMMERCE, INDIANAPOLIS, IND.; ACCOM 
PANIED BY GARNER M. LESTER, PRESIDENT, NATIONAL TAX 
EQUALITY ASSOCIATION, CHICAGO, ILL.; ALBERT W. ADCOCK 
GENERAL COUNSEL, NATIONAL TAX EQUALITY ASSOCIATION 
HOMER E. MARSH, DIRECTOR OF RESEARCH, NATIONAL TAX 
EQUALITY ASSOCIATION; LEONARD J. CALHOUN, OF HARTER & 
CALHOUN, ATTORNEYS AT LAW, WASHINGTON, D. C.; AND JOSEPH 
J. O'CONNELL, JR., OF CHAPMAN, BRYSON, WALSH & O'CONNELL 
WASHINGTON, D. C. 


Mr. Jackson. My name is Clarence A. Jackson, of Indianapol 
Ind. 

The Cuatmman. Will you have the gentlemen with vou give thei: 
names for the record also ? 

Mr. Lester. My name is Garner M. Lester, and IT am president of 
the National Tax Equality Association of Chicago. My home is at 
Jackson, Miss. 

Mr. OConnewn. Joseph J. O'Connell, Jr.. lawyer and member of the 
firm of Chapman, Bry son. Walsh & O'Connell of Washington, D.C. 

The Ciaran. In what capacity do you appear / 

Mr. O'ConnewL. Lrepresent the National Tax Equality Associatior 

The Cuatmman. Who is the next gentleman ? 

Mi Lpcock, | aim Albert W. AL cleoe k. vrenel | coul =e] for the Na 
tional Tax Equality Association. 

Mr. MIarsu My hame is Homer BE. Marsh. directo of research. 
National Tax Equality Asso int On. 

Mr. Caunoun. My name is Leonard J. Calhoun of Harter & Cal 
hour n Was! neton attorneys, il cl | have been ret ned by the Nation i! 
Tax Equality \ssociation. 

Mr. Reep. Mr. Saxon, did you give your name / 

Mir. Saxon. Professor Saxon of Yale. I testified vesterday. 

The Cnamman. Very well, Mr. Jackson, you may proceed in your 
owl wit\ , 

Mr. Jackson. As I said, mv name is Clarence A. Jackson: IT am 
executive vice pres dent of the Indiana State Chamber of Commeres 
and | happet to be a membet of the board of directors and executive 
committee of the National Tax Equality Association. However, it 
for the National Tax Equality Association that IT am today appearing 
before you as a witness. 

I would like for you to know that T am not a Johnny-come-lately 
in the fieht for tax equality. Durn Ly the 7 years I was tax collector 
for the State of li diana, I was personally tremendously interested 
joining with others, particularly the Indiana Farm Bureau, in closing 
as many tax loopholes aus we could on the State level, 

\I\ full tatement on the subyec I of the revenue to he l rised by faxing 
thr WW taxed on the Federal] level ar d the consequent elimination ] 
tax subsidized « ompetition is before you. It isa omprehensive rey ew 
of the whole field of partially and wholly tax-exempt business corpo 
rations 

lo conserve the time of the committee, I am not rong to read the 
full statement, but T do wish to summarize briefly the four cardinal 
points and principles that are involved in this controversy. 
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The first point IT want to emphasize is the amount of tax revenue now 
being lost to the ‘J reasury. We have estimated, and we believe accu 
rately, that the Treasury could obtain more than $1 billion if the busi 
ness income of all presently tux exept profit seeking corporations 
were taxed. A list of the classes in which these corpor itions fall and 
the amounts to be obtained by fully taxing them is found on page 29 
of my testimony 
We have. ! add tion tothe estimate of our research staff, an estimate 
made wholly independently by Mr. Ralph Burgess, a former member of 
vour Jomt Tax Committee staff and a former member of the Treasury 
staff. This will be presented to vou by Mr. Burgess who will be pre 
pared to answet Vou ll detatl is to the various tenis Wi le his esti 
mate varies in detatl, fiery re of the total taxable income approxi 


] 


mates that of our ow) stafl mia substant ates the fact that tremendous 
tit s being host 


-cohtention it tauNXatiol oft thr faX-exXempt corporations would 


raise oO} ly a few n Ilion dollars is, We submit. prea ited only on thre 
irbitrary and, we feel. realistie rul nes of the Treasury Departn ent 


that a lara porto the net earnings of the tax exempts cannot be 
thod of distribution of these true 
net earnings. Their loophole to escape taxation is to label the profits 


rt carded il nceome because of the Thie 


hey distribute as patrol ive dividends, refunds, returned overdepos Us, 
returned sav ngs, et cetera, et cetera, et cetera. We believe that the 
opinions of such outstanding attorneys as Roswell Magill. former 
Under Secretary of the Treasury and a recognized authority 
nature of taxable income: Robert H. Montgomery, national 
expert on corporatio ome taxes, and Joseph JJ. 
former chief cour f the Treasury. who was introduced to vou 
fore vou is " subsequent Withess, mp! 
Dr. O. Glenn Saxon, professor of econ 
tlready told vou that thev have taxal 
Income, | 
These experts em] e the constitutionality of tax 
me of tax-exempt corporations before distribution 
dends., Phey ind others have est iblished beyor aul 
a doubt that the claims the tax exe mpts use to deny they 
: , vithout foundation, whether in fact. in ecol 
ire confident that i 
voters will agree and applaud having t 
a matter of simple justice. 
However, if your committee should report out and 
hould enact a tax measure which would continue to permit tax-exempt 
rations to exclude from their gross income earnings distributed 
patronage dividends, rebates, ove rpayments, and so forth, and so 
ts net effect would be zero. It would be no more than a mear 
vesture which would bri r little or no additional income to the 


iry and would mean w fortunately a continuation of the b 
of the businessmen and taxpavers of this country for tax just 

It would be commonly reeognized that such actior 
ittempt at political deception which would give n ‘hef from 
the tax subsidized competition W ith wh ch taxpaving OlUSInesses are 
ow faced. 
To sum up this first yy nt, literally billions of dollar 


escape tax under Treasury rulings on the fallacious the 
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are not income to the corporation earning them because they are dis 
tributed as patronage dividends. The Treasury, beginning at a tiny 
when the taxes had little financial impact, embarked on the false theory 
of excluding certain income from taxation because it was distributed a 
so-called refunds. The taxable earnings which are escaping taxes 
through tax exemption and Treasury rulings have already rolled uy 
into a billion-dollar-a-year tax-escape and are constantly increasin: 
as taxes increase and business expands. 

Until the statutory exemption and the Treasury rulings are change 
by the affirmative act of this Congress, the injustice will remain u 
corrected and the revenue loss will continue. ‘The unfair competitiol 
will continue and larger and larger segments will escape from thi 
tax rolls into these loopholes. The businessmen and taxpayers whos: 
economic future is at stake will be forced to continue a relentless batt! 
for tax equality notwithstanding any gectures which may be made t 
placate them without giving them any real relief. 

The second of the four points I wish briefly to summarize concer 
the severe effects of tax-free competition. Awareness of this tax eseap 
was forced on taxpaying businessmen when they found that the com 
petitive tax advantage was resulting in taxpaying businesses being 
eliminated by tax-escaping competitors, through direct purchases, 
liquidation, or conversion to a tax-exempt form of business. 

Businessmen, big and little, found that certain competitors, operat- 
ing the same size businesses and making the same normal margin 
of profit, were able to spend enormously larger sums than they wer 
for improving and expanding their facilities and advertising. The) 
found that the source of these funds lay in the fact that these com 


petitors escaped the tremendous Federal income taxes that the full 


taxed businessmen were paying. 

Just one example: You are aware, of course, that if two competing 
corporations, one exempt and one fully taxed, earned Say >LOOO00 eac! 
before taxes, one would have a net of $100,000 after taxes and the 
other would have a net of about $40,000 after taxes—a rate of 2! 
to 1. The competitive advantage is obvious. 

In other words, gentlemen, taxpaying corporations found that tax 
free corporations were expanding on moneys that they had to pas 
in income taxes for the support of their Government. During World 
War Il, when the corporation income tax and the excess profits tax 
were as high as SU percent of every dollar that regular corporatior 
earned, the cooperative corporations competing with them were ab): 
to keep all of their profits. With no greater earnings, they could 
expand five times as fast as fully taxed competitors. 

Tax policy for years has been based on a wholly false assumptio 
that taxpaying corporations are immune from the unfair competitiv: 
advantages accruing to tax-exempt corporatives or other mutuals 
whether large processing organizations or mere local marketing asso 
ciations. This false assumption did little damage when tax rate 
were nominal, but since the 1930’s the high tax rates have been thé 
cause of increasing liquidations and conversion of both large and smal] 
taxpay ine competitors of the tax exempts, 

The fact has heen ignored that these incorporated cooperatives can 
not be distinguished from their taxpaying competitors by their eco 
nomic income or the services which they perform ; that from the poin 
of view of financial ability to pay income taxes and service to th 
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mmunity there is no dividing line between a little local marketing 
op and a little local taxpaying business which engages in the 
lentical business. 
lo sum up this point quickly, it is vital that all corporations, be 
ey cooperative, mutual, or private, which create, earn, and distribute 
ome, should be taxed alike on all their income before any distribution 
made and regardless of the manner of how it is distributed. 
Remember, gentlemen, that the Supreme Court has repeatedly ruled 
it the earner of the income is taxable on that income regardless of how 
may have previously bound himelf to distribute it. In other words, 
entlemen, a taxpayer cannot contract away his tax liability. If there 
re not the rule, we would have no corporate taxpayers. 
The third point I wish to bring to your attention relates to the 
uuble taxation of corporate earnings. Many Members of the Con 
ess, Including members of this committee, are on public record as 
nye opposed in principle to this double taxation, If the times and 
fiscal requirements of the Government permitted, | and all those 
om I represent would join in this opposition. But we are faced 
th facts, not with a theory—and the fact is that double taxation of 


housands of corporations and millions of the re ipients of corporate 


rnings will be continued and probably will be increased, 
It is il Treasury ruli vr. not subject to argument, that every receiver 


Ol dividends, patronage or otherwise, is upposed to pay income tax 


the full amount of those receipts—except, oddly enough, for per 


ons who receive patronage dividends from consumer corporatives, 


‘ich is not under discussion. 

But when we compare the tax treatment of competing corporations, 
find a quite differe: b situation, lor these competing corporatiol > 

re put into two classes: First, those who must pay the Federal in 

me tax on their entire earnings, regardless of the pavment of divi 
nds: second, their competitors who are either conmiplete ly exempt 
ire permitted to escape the income tax to the extent that they pay 

itronage dividends. 

Gentlemen, I submit that it is completely unfair to impose double 
xation on the distributed earnings of one group of corporations and 


mpose only single taxation upon the distributed nceome of om 
eting groups. It is unfair to impose taxation on the total income 


most corporations and permit certain competing corporations to 
upe all or substantial payments of income tax. 
No policy argument against double taxation makes ar vy sense at all 
long as the revenue needs of the Federal Government make it 
essary to tax income both to the corporate earner and to the re 
ver of its dividends. 
In view of the fact that we cannot achieve equality by eliminating 
ible taxation we must achieve equality and increase our revenues 
ipplving double taxation without discrimination. 
Che fourth and last point that I bring to vour attention has to do 
th all the claims ad inced by the tax exempt spokesmen, their 
ies, and sympathizers with respect to their exemption or partial 
cemption from pavment of full Federal corporate taxes, I have 
eviously mentioned some of these claims. Let me say now that if 
ey claim to be acting purely as agents; or if they claim that they 
ve no earnings because they are distributed to patrons in accordame e 
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with a contractual obligation: or that their earnings do not be 


to them because they are refunded: or that patronage dividends 1 
mere mechanism for making price adjustments—these and all ot 
ke arguments can be = miply resolved if the Congress W 1] do 
things: One. repeal this section of the revenue code which 2 
exemption to these groups; two, define by law that all business 
income earned by any corporation 1s taxable to the corporation 
gardless of the manner in which it 
distributed 

If vou do this, ore ntlemen. then the businessmen and taxpavers 
be willing 1 Jf » to the courts of our land the determination of 


| 


oints raised by the tax-exempt spokesmen and their lav 


is distributed or to whon 


respect to what constitutes corporate income 
| I want to emphasize to this committee the deep root 


( of the An ericanh peo] le W, il] recognize that t! 


dous tax burdet You mcount on every fi r-thitl 
ear those burder ! o pay his full share of t 
knows that these burdens will fall evenly Uupol hy 
} » 


bor, and his compet tors But f thes tax burdens 


unfairly : if the faxpavel believes that his competitors er 
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MUTUAL SAVING BANKS 


Mutual savings banks are made exempt from the payment of Federal in 
taxes by section 1OL (2) of the Internal Revenue Code At the present 
there are 531 of these banks located in the New England States, Indiana 
Jersey, New York, Ohio, Pennsylvania, Washington, Wisconsin, Delaware, 
land, Minnesota, and Oregon. Many of these banks have resources worth 
dreds of millions of dollars. For example, the Bowery Savings Bank of 
York City has assets of $952,000,000, the Emigrant Industrial Savings Bat 
New York City hus assets of $644,000,000, and the Philadelphia Savings | 
Society bas usset. of SGS 1.000.000 

At the close of 140, the combined assets of all mutual savings banks amou 
the rate of 51,000,000 


M 





to more than S21.000,000,000 and were increasing at 
Phe deposits in these banks exceeded $19.000,000,000 and in 1049 


“au syen I 
had S2O000 OO0.000) in tax-free accumulated income or surplus The earning 
this « apital amounted to S$467,.000,000, on which no Federal! corporate income t 
were paid. If this income were not tax-exempt, the Federal Treasury wou 


receiving approximately $197,000,000 more revenue. 
SAVINGS AND LOAN ASSOCIATIONS 

Last Friday, Mr. Tark, representing private banking companies, told you al 
the early history and tremendous growth of savings and loan associatior 
building and loan associations as the State-chartered corporations are ¢« 
Phe State-chartered building and loan association is granted exemption f 
Federal income taxes by section 101 (4) of the Internal Revenue ‘‘ode. Fed 
savings and loan associations receive their exemption under the Home Ow 
Loan Act of 1933, section 5 th) of which provides “that such associations 
eluding their franchises, capital, reserves, and surplus, their loans and in 
ll taxation imposed by the United States.” There 


shall be exempt from a 
t States t 


approximately 6,000 savings and loan associations in the United 
The average value of the resources of each of these associations at the clo 
140 was over 82,000,000 

Among the larger representatives of this type of enterprise are the First | 
eral Savings and Loan Association of Chicago with assets of $94,000,000 
bell Savings and Loan Association of Chicago with assets of $75,000,000 
the Carteret Savings and Loan Association of Newark, N. J., with asset 
ST70.000,000., 

\t the present time, savings in these institutions are increasing at the 
of $1,000,000,000 a year. Their assets aggregate more than $13,000,000 and 
savings accounts aggregate over $11,000,000,000 

Savings and loan associations had net earnings last year of approxim 
$451,000,000 If this corporate income were presently taxed, it would res 
over $191,000,000 more revenue to the Treasury. 


CREDIT UNIONS 


Mr. Glander testified before you about the 10,000 tax-free credit unions 
I ted States that are competing with fully taxed credit institutions I 
that are chartered under State laws are exempt from Federal income 
section 101 (4) of the Internal Revenue Code Federal credit unions re 
their exemption from section 18 of the Federal Credit Union Act whic! 
passed by the Seventy-third Congress as Public Law 467. The assets of 
tax-free credit unions have shown a tremendous growth. increasing from 
000,000 at the close of 1989 to $828,000,000 at the close of 149. Among the 
cessful credit unions is the Municipal Credit Union of New York City 
assets of $10,262,000, the Telephone Workers Credit Union of Boston wit! 
issets of $2,793,000, and the Workers Credit Union of Fitchburg, Mass 


f $4,070,000. Last year their tax-free earnings were over 25.6 1 





isseTs of 


l If these were taxed it would mean $10,846,000 for the Federal Trea 


dollars 


PRODUCTION CREDIT ASSOCIATIONS 
Some of our members who are small-town bankers tell us that their oe 
redit associations These credit ass 


competition comes from production 
( 


tions are exempt from Federal income tax by section 63 of the Farm 
Act of 1985 which grants them such exemption as long as the Federal Go 
ment owns any stock therein. When the Government capital is retired, tl 


" 
] 
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ciation loses its tax exemption but will still be able to escape all or nearly all 
f its Federal income-tax liability by taking advantage of liberal Treasury rul 
ngs and making their profit distributions in the form of patronage dividends 
rather than dividends to the stockholders 

As of June 30, 1949, there were 508 production credit associations in the 
United States with combined assets of $660,000,000. Their total capital amounted 
» $102.000,000, of which $40,000,000 represented investments of the United 
States Government and $62,000,000 represented stock owned by former members 
fhe associations, in addition to their capital, had $54,000,000 which they had 
ccumulated out of tax-free earnings. In 148 their earnings amounted to near 
$7,000,000. This sum would provide about $2,937,000 additional tax money for 
the Treasury 

NATIONAL FARM LOAN ASSOCIATIONS 


Another source of tax-subsidized competition to the country banker is the 
national farm loan associations which numbered more than 1,200 at the Close 


last year. These associations are made exempt from Federal income taxes 
y section 26 of the Federal Farm Loan Act of 1916 Their combined assets 
mounted to $92,000,000 Their reserves and surplus approximated $32,000,000 
iftie 


in 1948 their earnings amounted to over $7,000,000 which at present corpor: 


ncome-tax rates would provide an additional $2,972,000 for the Treasury 
MUTUAL FIRE AND CASUALTY INSURANCE COMPANIES 


Another inequity which Congress should remedy at the present time relates to 
the taxation of mutual fire and casualty insurance companies about which 
Mr. Webb testified last week. Up until 1942 practically all mutual fire and 
casualty insurance companies escaped payment of Federal income taxes. The 
first step toward taxing them on a basis similar to that used for stock fire and 
casualty insurance companies was taken in that year. At that time your com 
mittee and the House passed a bill providing for the taxation of these mutual 
n the same basis as that on which stock Companies were 


l 


nsurance companies ¢ 
taxed Unfortunately, when the bill got to the Senate the provisions were 
changed, with the result that at the present time these mutual insurance com- 
panies pay smaller taxes per dollar of profit than do the stock companies. In 


effect, the Senate compromise b taxed the mutuals upon either of two bases, 
whichever produced the greater tax. One of these bases is net investment income 
to which the regular corporation income-tax rates are applied. The other basis 
s the gross amount of income from interest dividends, rents, and net premiums 
ess dividends to policyholders and tax-exempt interest \ rate of 1 percent 
with a notch provision, is applied to this base The notch provision is necessary 
because all mutual fire nea casuu ty hnstrance Companies whose gross receipts 
from interest dividends, rents, and premiums are under $75,000 are still exempt 

m the payment of ncome tar 

There is no rational justification for the special treatment of these companies 


and the law should be amended so that mutual insurance companies and stock 


insurance companies should be taxed on their underwriting and investment 





income in the same way As long as one segment of the insurance industry is 
taxed on a gross-it me basis and its competition taxed on a net-income basis 
there can be no competitive ix equality In 1949 the underwriting profit of 207 
mutual fire companies totaled $117,485,000 and their investment income 
SVG TS3.000, or a tota ! me of S145.068.000 Che income tax they paid amounted 
to $4,267,000, or 3 percent of their tota nceome As opposed to this, the stock 
fire-insurance companies n total income of S$645,826,000, paid $128,039,000 Yh 
Federal income tax This amount was 19.S percent of their total income. I 
other words, at the 3S percent level for every dollar of net income the stock fire 
companies pil ad soo ‘ ent more n i me taxes than did their mutual 
competitors ’ 
For the same yeur mutual isualtv insurance companies numbering 155 had 
i tota neome of $162,688,000 on which they paid Federa nceome taxes of 
SS.547 0000) Chis income-tax payment was 5.5 percent of their total net income 
Figures for 246 stock casualty companies showed a total income of $3502,905,000 
mn Federal imeome-tay payment of SOO 65S 0000 This payment Was 201 per 
ent of their total income t the 3S-pereent level, a payment of nearly 300 percent 
more for each dollar earned than was paid by their mutual competitors Al 
present rates, if the mutual fire and casualty surance companies were to | 
the same percentage tT their net neome dollar in Federa T me taxes as W 
heir tock urunce petitors, the Federal Treasury would be richer by 
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For example, its facilities include grease, paint, and printing plants, a soy 
ean mill, a cannery, a bottling plant, a lumber mill, a feed mill, and several 
fertilizer plants 

Another example of this type of corporate organization is the cooperative 
Grange League Federation Exchange which in its 1949-50 fiscal year distributed 
wer a million dollars in patronage dividends, nearly a million dollars in divi 
dends to stockholders, paid an estimated income tax of $1,099,000, and added 
$847,000 to surplus If it had been taxed on its full earnings it would have 
paid at the 3S-percent ra an income tax of $1,534,000 to the Federal Govern 
ment and so would still have had $412,000 to add to surplus It seems clear 

at paying income taxes would not destroy this cooperative The Grange 
League Federation Exchanyve at the close of its 19)4S—49 fiscal vear sold supplies 
fo its members through 2ZS2 GLF-owned service stores, 365 ueency stores, 61 
ik petroleum plants, 14 egg stations, and 45 local cooperative associations 

Che Farmers Union Grain Terminal Association is a good example of a co 
operative association that qualifies for full tax exemption under section LOL (12) 
f the Internal Revenue Code This association markets grain in 30 States for 
more than 150,000 members, handling more than 100,000,000 bushels of country 
delivered grain a yea! In 1846 it owned 150 eountry elevators Through an 
iffiliate, the Great Plains Supply Cos., it Operates 10S lumber yards throughout 
a six-State area From 1946 to 1950 its net worth increased S7 percent, or 
$0,328,173. bringing its net worth to SIS.S78.745 
This eXpansion is almost ent rely capitalized out of tux-eXemp?r earnings, the 
corporation distributing patronage dividends in the form of stock and certificates 
ol equity 

Net earnings in 146 were $3,560,000.) In 1950 they were $1,801,755 upon 
which an ordinary corporation would pay Federal income taxes of nearly 
SS46,824 at present rates of tuXatiol 

Another wholly tax-exempt cooperative is the Southern States Cooperative 
of Richmond, Va.. which has 7 subsidiary corporations, 117 cooperative retail 


service stores, 10 cooperatiy . zer plants, and 26 cooperative service stations 


It also sells supplies throug ) local cooperative associations and 550 retail 
I 


res acting as Ss nae 


Among the assets of this ce ‘ration are 30 wholesaie purchasing, processing 
manufacturing, distributing, and marketing facilities; it owns 7 seed and farm 
supply warehouses, 5 feed mil ! fertilizer plants, 4 ege-marketing terminals, 
1 seed-processing plant and river petroleum terminal, as well as 2 oil-blending 

ants, a paint factory, and an oil refinery in Texas 

The net worth of this cooperative rose from S646.391 in 1987 to $11.430.945 in 
M46, to S1IS.061,000 in 1950 In 1950 the profits of this cooperative exclusive of 
the profits of affiliated corporations, amounted to $2,411,000. This income was, 
of course, tax-free An ordinary corporation would have paid approximately 
$1,133,000 to the Government in Federal income taxes at present rates 

Cooperative protagonists have constantly attempted to minimize the growth 
f cooperative business before the Senate Finance Committee in 1950, Mr. Karl 
Loos said: “It is perfectly evident that the cooperatives are not doing any large! 
share of the farmers’ business now than they have been in the past 

All cooperatives, however, have expanded at a greater rate than their com 
petitors. For example, farm marketing cooperatives marketed farm produce 
valued at $1,638,000,000 in 140. This had increased to $7,297,000,000 for the 
year 1949, an increase of 345 percent. Meanwhile, the total cash income of 
farmers, Which represents the total value of all farm produce marketed by both 
ooperative and taxpaying businesses increased only 236 percent during the same 
period ; namely, from $8,364,000,000 in 1940 to 828,127,000,000 in 1949. 

Expansion of cooperative business also took place in the purchase of farm 
supplies. The Farm Credit Administration reports that this business increased 
from $448,000,000 in 1940 to $2,.022,000,000 in 1949, an increase of 351 percent 
(in the other hand, the total value of farm supplies purchased as represented by 
feed, fertilizer, lime, cost of operation of motor vehicles, and expenditures for 
buildings and machinery, increased from 83,219,000,000 to S10.883.,000,000 for 
he same period, an increase of 25S percent. 

The Farm Credit Administration’s latest caleulation of farmer cooperative 
isiness volume for the year 149 is $9.320,000,000. It is estimated by com 
petent officials that this amount should be increased by 3314 percent to account 
f wholesale and manufacturing business which is not now reckoned in FCA 
ilculations, That makes a total of $12,400,000,000 for farm cooperatives 


s1—pt. 2 7 
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Now add $1,000,000,000 as the Labor Department's estimate of business dom 
by city consumer cooperatives and $500,000,000 as the volume of business bein; 
done by dealer-owned cooperatives and we arrive at a minimum grand total « 
about $14,000,000,000. Even this omits the large commission business done b 
cooperatives. 

Profits on this volume of business may be assumed to be the same as in th: 
case of most taxpaying corporations in the wholesale and retail fields. Officia 
figures indicate that profit per dollar of sales has varied between slightly mor: 
than 4 percent and slightly more than 6 percent. Assuming an average of | 
percent, the taxable income of all cooperative corporations would have amounted 
to $700 million in 1949, The present corporate income tax rate scales up to 47 
percent. Assuming an effective rate of 42 percent as the average on large and 
small corporations, the tax collection possible from cooperative business is about 
$216 million and if the corporate rate is increased to 55 percent, as has been pro 
posed, the collection would exceed $350,000,000 a year. 

This, gentlemen, is the figure that you should consider in your deliberations 
It is the realistic sum that cooperatives should pay in income tax to the Govern 
ment. It has not been adjusted for the $2,000,000 to $4,000,000 of income tax 
presently paid by nonexempt cooperatives that escape full taxation by the patror 
age-dividend route. The amount involved is small and is more than offset b 
factors which tend to minimize and understate cooperative profits. Completely 
exempt cooperatives use abnormally high depreciation rates since they are not 
bound to keep their books in accordance with statutory practice. Others creat: 
capital reserves out of income that would not be recognized by the tax collectors 
Still others deduct as expenses amounts spent for capital improvements 

A defense tactic that is frequently used these days by the cooperatives in the 
effort to retain their full tax exemption is the attempt to direct attention to other 
loopholes in the tax laws and their suggestion that these should be closed before 
the section LOL organizations are touched 

The low taxation of life insurance companies is a case in point But, may | 
call your attention to the salient fact that no competitive situation is involved 
The big life insurance companies, both stock companies and mutuals, are taxe 
on exactly the same basis—and if the amount is smaller than it should be, a 
some Members of the Congress have been known to state, it is still true that 
one in the life insurance business is being hurt because his competitor has 

iir advantage, as is the case where regular corporations and cooperative cor 

s are oncerned., 

on is called too by the cooperatives to the amount of revenue that 
being lost through the failure of stockholders to report dividends that they 
receive and to pay tax on those receipts Last year, when the revenue bill 
1h was being written, the Treasury reported that some $170,000,000 of new 
evenue would be collected if the Congress would provide a withholding tax 

reent on all dividends paid by corporations to their stockholders, and the 

d Means Committee wrote into the bill exactly that provision 

That the cooperatives conveniently forget is that your committee provide 

the 10 percent withholding tax should apply also to the patronage dividen 

d by cooperatives to members and patrons, atid that this part of the 1 
ould produce some 830,000,000 

Cooperative spokesmen fought the withholding tax Vv gorously in the Senat 
Finance Committee. I have seen no recent suggestion from them that it be 
nstituted now along with the tax on corporate dividends. It seems that the shor 
pinches on that foot. 

Phere are other so-called loopholes that have recently been widely advertise: 
and discussed in the cooperative press, but I think I have given you sufficie: 
examples to demonstrate clearly that they are brought up at this particular tin 
in an effort to take the attention of your committee off this problem of competitiv: 
tax exemption and steer it into less controversial directions. It is likely that 
th tural course of these hearings you will look into all such extraneous mat 
ters, but IL ask you not to be diverted from this important matter of tax-exempt 
business income and the billion dollars of new revenue that can be had by closing 
the loopholes which T have discussed with you. 

Cooperatives escaped taxes on $32,600,000,000 of business volume duri! 
World War II, and in those 4 years avoided taxes amounting to nearly 
billion, while other businesses were paying up to SO percent. That gave tl 
cooperatives the ability to expand on tax-free income during -wartime an 
gave the cooperative corporations an overwhelming advantage with respe 
to growth possibilities. 
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Since World War II, cooperatives have gone into a multitude of new businesses 
and have expanded their operations all down the line. The tremendous tax 
dvantage that they have is a continuous incentive for them to gradually take 
ver more and more business, taking more and more corporations off the 1! 

me taxpaying rolls, and making the tax burden to be carried by the rest 
s all the more difficult to bear 

The three cooperative corporations I have discussed would f 
nder present rates, have paid nearly “4 million more than they 

Federal income taxes. Then there is the case of the Union Equity Cooperat 

ain Exchange of Enid, Okla., which announced last summer that it would 

tarily pay an income tax of $1 million on the profits it earned in its dea 

th the Commodity Cre t ‘orporation The amount of ncome taxes tf 
gained by fully taxing all of the 10,000 or more farmer marketing and 


asing cooperatives, the city consumer cooperatives, the dealer-owned 


e cooperatives, ete would amount to a sum which t committer 


rlook in its search f ial revenue Our figure of S294 m 
he revenue to be gained taxing all cooperatives may be compared wit 
$25,000,000 which was suggest by Secretary Snydet The discrepa 

, 


veen these ficures Is use on the fact that ¢ I 


lifferent types of taxes are 
nsideratiot Our figure is based on the assumption that coopera 
porations are to be taxed in the same manner and on the same basis 
rporations are a 
hile considering 
If the type of k ommended by the 


that the passage of a “mere token ta 
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pokesmen say so, and 
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listributed as a ‘ea pia 
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Department, 
taxtres COl The revenue it 
tition that bi 
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izations t ‘ir member 
these facts 
immittee to « “ eC! c I: I rth; type 
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rporations before the but oO matronace 
titutiona ! ! COrTpor 
nd when the agen t has been refuted, they 
ition of divid n ronage constituted a pn 
operative cont t ns \ hoy Deen Ce mpletel 
experts who have 
1 have heard Mr ph. ‘Connell, Jr., wil 
the Treasury Depart t, take 1 ie principle 
onstrate the falla I thev are 
ymplete and fully documented legal opinion which takes 1 


perative contentior 


» th 


1 e various 
n detai He stated, “In view of the fact that tl 
yperative, as a distinct entity, earns the profits distributed in patronage 


dends just as it earns profits distributed as dividends on capital sto 


k, the 


ounts of patronage dividends should be included in its income 
An article on the taxable income of cooperatives, whose coauthor is Roswe 
Magill, has been published in the Michigan Law Review. Mr. Magill is probably 
ne of the foremost authorities on the nature of taxable income in the United 
ites today He has written several books on the subject and was appointed 
rman of the special Tax Study Committee, which was constituted by your 
mittee in June 1947. He was Under Secretary of the United States Treasury 
1937-38 
In his article, Mr. Magill traces the history of cooperative tax exemption from 
® beginning in 1916, a ints out that from these modest be nings modern 
co-ops have sprung up, branching into every conceivable 
ngling competitive tax] ng corporations out of existence 
words, “leaving the State with no support” fro the 


Ssinesses, 
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Mr. Magill irrefutably denies the oft-repeated claim of the cooperatives tha 
they have no income and that their patronage dividends are t, therefore 
taxable before distribution to members. He says: 

Che so-called net margins of cooperative corporations constitute in reality thy 
net income of such corporations The net margin is quite as much th: 
net profit of the cooperative as the exactly similar net margin of operatin 
Income of the stock corporation buying or selling goods next door , "> _ 
should pay a Federal income tax on its gain, just as its competitor must do 

Equity would not be established by taxing to the cooperatives merely th 
part of their income which is accumulated, or is reinvested in corporate stock « 


+ * 


obligations, while exempting cash distributions from income tax, for the 
actual income consists as well of the net profits or net margins distributed 
in cash, as of amounts reinvested in the cooperative.’ 

Mr. Magill concludes 

fax gratuities, or subsidies, in favor of worth-while social experiments 
such as cooperatives, nay have been sound and desirable under the low tax rate 
prevailing during the first two decades of the income tax They cannot 
justified, however, in the political, economic, and tax climate of the 1950's.’ 

1 offer reprints of Mr. Magill’s article and request that they be printed in the 
record of these hearings as a part of my testimons 


Another « Xpert who has studied this proble m is Robert HI Montgomery, Whose 
book on the taxation of corporate income, which is annually republished and 
brought up to date, appears in the library of practically every tax lawyer in the 
country In the legal opinion which he prepared, Mr. Montgomery puts | 


conclusion in the follow ing words 
(‘ooperatives have become large and powerful organizations engaging in 
triety of business enterprises and, in some cases, in complicated corporate form: 
Any remote resemblance of an ageney between the cooperative and its patror 
which might have originally existed has long since disappeared. The coopera 
tives operate in direct competition with other forms of business They realize 
large protits from their transac tions, which they retain and invest in other profit 
ikis activities from which it is hoped that even larger protits will accrue 
To believe that such an organization has net made profits and is not operatin 
1 profit requires one to close his eyes to realities. That the exemption fro! 
fax on its profits gives the cooperative a decided advantage over its competitors 
is obvious The competitive business which wishes to expand or to acquire more 
eflicient machinery and equipment to reduce its costs and its prices must accumu 
ite sufficient funds net of taxes The « ooperative, on the tiction that the mone 
ch it earns und keeps does not belong to it but to somebody else, pays 1 


wl 
TuXes 

rhis is the recommendation that Mr. Montgomery makes 

The Interna Revenue Code should be ame! ded te require that Cooperatives i 
subjected to the same taxes in the same manner and At the same rates as othe 


business organizations constituting corporations for tax purposes, without at 


exclusions or deductions for patronage dividends.” 

Prof. Harry G. Guthmann, of the school of commerce of Northwestern I 
versity, made a study of this issue and presented his findings for a joint meeti 
of the American Finance Association and the American Economic Association 
Chicago 2 months ago. In his paper, which was printed in the Commercial at 
Financial Chronicle on January 11, 1951, Professor Guthmann concluded 

The amounts distributed in cash or allocated as patronage dividends should 
be included in the taxable net income of the cooperative and made subject to the 
sume corporate income tax as the return earned for its members on their stock 
investment,’ 

The expert opinion of the afore-mentioned men demonstrates that the so-calle 
savings or net margins of cooperative corporations can constitutionally be taxe 
by the Congress 

Granting that the net margins of cooperative corporations are taxable, the 
asked as to whether or not they constitute economic income t 
the cooperative That they do was clearly demonstrated by Dr. O. Glenn Saxor 
economics at Yale University, who spoke to you yesterday In tl 


question miuiy be 


professor of 
study written by Dr. Saxon he stated: 

From this economic analysis it should be clear that each cooperative corpo 
ts own risks, its own capital, its own gross receipts, its own gross 
ncome, its own costs, and its own net profits It should pay any income taxes 
out of such net profits There is no basis in law, equity, economic 


ration has 


levied on 
it absorbs risks, creates 


r for 
«1 oxic To 


iny cooperative corporation to deny that 
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“We have received reports that represent an aggregate of 929,000 paymen 
of patronage refunds and dividends, 921,000 individual payments. These aggr: 
gate results are important, I think. * * * Of the 929,000, 563,000 were lk 
than S1—60 percent ; 285,000 were between $1 and $10; 849,000 in round numlbx« 
were less than $10, out of the 929,000 or 91.4 percent. 

“Now, of the money that is involved, while some 91.4 percent of the retur 
would be in the bracket below $10, only 23.8 percent of the money would be 
that bracket, so that 8.6 percent of the returns would give a report on 76 perce 
of the total money involved and that is where your taxable money is, if the 
is any—that is, taxable to the individual recipients.” 

Economically, it is interesting to learn that so very large a part of the prof 
of cooperative business inures to the benefit of so very few members 

Politically, it is significant that cooperative leaders have sought to impr 
the Congress—and probably their own members as well—by the assertion tl 
xreat numbers of little farmers derive substantial benefits for dealing w 
their cooperatives and would vote against any Congressman who tried to t 
their business organizations, 

Te fact is, as Mr. Loos now reveals, that 91.4 percent of the co-op patro 
derive so little financial benefit that their political bias need not be feared 
and the substantial beneficiaries of co-op business are so few in number 
to be politically impotent 

Many other examples of specious cooperative reasoning might be offered, b 
I shall take your committee’s time for only one—the very frequently mad 
assertion of co-op managers and publicists that “Paying taxes would dest: 
the co-ops,” or its corollary to the effect that “The National Tax Equalit 
Association isn’t interested in tax equality; it is trying to destroy the cooper 
tive movement 

I have too high a regard for the innate honesty and intelligence of this co 
mittee to believe that any member would be deceived by so patently unreasonalh 
a statement, but it is still made so often that it must be answered once agai! 

The best and most conclusive answer may be found from case studies of t! 
type made by Profesor Guthmann He pointed out that the Union Equi 
Cooperative Exchange, under existing exemption laws, reported a ratio of 1 
nceome to investment of 40 percent If that cooperative had been subjected 
a corporate income tax of 38 percent, that ratio would have become one 


2) percent In other words, the cooperative would have continued to have ne 
2> cents for each dollar invested Would an annu 
increment Of 2» percent indicate that the « ooperative is being destroyed ? Does 
the fact that it could double its size every 4 years demonstrate that it wo 
not be destroyed by the tax? 

Under similar conditions the ratio of net income to investment of Southe 
States Cooperative, Inc., was 13.5 percent After a 38 percent income tax it wo 
be 8.4 percent The ratio of net income to investment for the Eastern State 
Farmers Exchange was 28 percent If it had been required to pay a corpora 
income tax of 38 percent, it still would have been earning 17.4 percent on eve! 
dollar of investment 

For the Farmers Union Central Exchange, the net income to investment ra 

percent; subject to tax it would have been 12.1 percent. 

The same ratios could be worked out for all successful cooperative and 
tux exempt business corporations. They prove that cooperatives would 
more destroyed, or hurt, by paying taxes than are the other businesses w 
which they are competing. 

Some Congressmen have said that they would not hesitate to tax some of 
largest cooperative corporations with their many subsidiary and affiliated cor] 


earnil atter taxes otf 


| 
rations, their various classes of outstanding capital stock, their millions 
lollars worth of capital assets, their many manufacturing, processing and serv 
:, etce., but they wondered whether it would be equitable to tax a sil 
marketing cooperative corporation that engages in no other activit 
ive in mind a so-called pure or true cooperative corporation that | 
a small amount of oustanding capital stock and that operates very simply | 
buying members’ produce, marketing it and after deducting expenses, setting 
various types of reserves and paying limited dividends on outstanding capit 
stock, distributes the remainder of its net margins to its patrons as patronag 
refunds. We submit that inasmuch as such a corporation has all the attribut 
of a taxable corporation it should be taxed like other corporations. It may | 
true that such an association is small and renders a definite and valuable servi: 
to its members, but so do other small corporations. When the country sto! 
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In closing [ would like to emphasize that the revenue possibilities which 
in corporate income taXation result from the fact that the income is tay 
twice—once to the corporation and a second time when received by the memb« 
of the corporation. If you are to remedy the unfair competitive situation wh 
the businessmen of the country insist must be done, and if you are going 
obtain any revenues from the taxation of Cooperative and mutual corporation 
you must see to it that every dollar such a corporation earns is taxed, once 
the corperate level and again at the individual level The cooperatives ¢ 
that their income is not their income for tax purposes. Experts disagree. W 
need more double tax and less double talk 

President Truman in his tax message urged you to “review the tax status 
erganizations now exempt under present law Secretary of the Treasu 
Snyder, when he came before you urged that the tax laws be revised as to 
treatment of business organizations bow exempt from tax, including cooperat 
and other mutual enterprises 

Unfortunately, the Secretary's recommendation amounts to but a feeble ge 
ture in the direction of tax equality or the raising of additional revenues. HH 
himself recognized this when he testified that the tax he proposed on cooperat 
corporations would result in additional revenues to the Treasury of only 3%: 
million. The reason his estimate is so small is that it is founded on the idea 
taxing the corporate income of cooperatives and other mutuals only once al 
not twice, as is the case with their fully taxed competitors This method 
carried out, would be a meaningless gesture as far as remedying the unfa 
competitive situation that results from the present tax inequity It would lx 
a meaningless gesture as far as helping you raise $16 billion from additiona 
tuxes is concerned 

Personally, I am against double taxation of corporate income and I believe 
that most of the members of this committee are also opposed to it. Because of 
the present emergency, however, it is clear that we must have double taxatio 
of corporate income to defray our tremendous Government expenses Since 
tuxation at the corporate and individual levels is absolutely necessary, justice 
requires that the principle be applied to all corporate enterprises, lest thos 
whose income is taxed only at the individual level expand at the expense of 
their fully taxed competitors and avoid their fair share of the tax burdetr 
This is what the cooperative corporations did in World War II It must ! 
be allowed to happen again 

The only way the committee can bring about the tax equality that the busine 
men of this country need so badly and are complaining about so desperate 
and the only way this committee can make cooperatives and other mutua 


support their Government as fully as other businesses are required to do, is | 
pussing legislation that will tax each dollar earned by a cooperative corporat 
or mutua or other tax exempt corpora 
at excess-profits tax rates at the time it is earned by the corporate enterpri 
and by taxing that same dollar a second time when it is distributed into the 
hands of individuals. There can be no compromise with justice. We must ha 


full tax equality between all competing business organizations 


ons, at corporate theome-tax rates ate 


The Cuarmman. Are there any questions, gentlemen / 

Mr. Reep. Mr. Chairman ? 

The Chatman. Mr. Reed. 

Mr. Reep. Mr. Jackson, how long have you been associated wit 
National Tax Equality Association ¢ 

Mr. Jackson. | was one of its organizers and for vears before th 
I saw the need of an organization devoting its energies to no othe 
problem, because our organization and many like it could not gi 
it the attention. 

Mr. Reep. Have you received a salary from the organization ¢ 

Mr. Jackson. No: but I have felt often that [ ought to. 

Mr. Rerep. You say you have felt you ought to? 

Mr. J A\CKSON, Yes. 

Mr. Reep. I do not think that is fair. It is discrimination, M: 
Jackson. You are being discriminated against. 

Mr. Jackson. J think so. 
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Mr. Reep. Many men and organizations have contributed to the 
National Tax Equality Association and it should be more generous 
with a man of your ability, and I mean that, sir. 

Mr. Jackson. Yes, sir. Thank you. 

Mr. Ri kD. Will you give mea list of the officers of the association ? 

Mr. JACKSON. Yes. Have you seen this letterhead ¢ 

Mr. Reep. | believe not. Thank you very much. 

Without objection, 1 would like to insert that in the record. 

Mr. Jackson. We would be very happy to have you do that. 

The Cuairnman. Without objection, that may be inserted in the 
record at this point. 

(The information referred to is as follows:) 


OFFICERS OF TI NATIONAL Tax Equvatiry AssocraTion, Cuicaco, IL 


President: Garner M. Lester, G. M. Lester & Co., Jackson, Miss 

Chairman of the executive committee: Seth Marshall, Alworth Building, Duluth, 
Minn 

First vice president : Robert L. Rote, the Alvin F. Rote Co., Monroe, Wis 

Second vice president : Philip P. Bash, C. E. Bash & Co., Huntington, Ind 

Vice president : J. Adams Bruce: Bruce's Juices, Inc., Tampa, Fla 

Vice president: R. B. Douglas, Smith-Douglas Co., Norfolk, Va 

Secretary and treasurer: Oscar L. Malo, Intermountain Elevator Co., Denver, 
Colo 


OARD OF DIRI ms 


(Attorneys 
B. BE. Godfrey, MeGiown, McGown, Godfrey & Logan, Forth Worth, Tex 
Automotive sales 
(*. V. Townsend, Jr., president, the Boulevard Motor Co., Inc., Georgetown, 
Del 
Banking : 
Joseph KE. Kelley, People’s Bank & Trust Co., Mount Vernon, Ind 


Walter Jensen, vice president, First Bank of Grantsburg, Grantsburg, Wis 
Builders supply 
R. R. Witt, preside Builders Supply Co., San Antonio, Tex 


Citrus products 
J. Adams, president, Bruce's Juices, In Pampa, Fla 
Coal 
Philip . Bash, president, C. Ek. Bash & Co., Inc., Huntington, Ind 
Lee R. Girton, president, Girton-Adams Ice Co., Sioux Falls, S. Dal 
Homer D. Jones, president, Western Fuel Co., Chicago, Ill 
J.T. Lamb, president, John Lamb Coal Co., Moorhead, Wis 
Ll’. F. Scheunemann, ¢ iirman, tax committee, American Ketail Coal Dealers 
Association, Minneapolis, Min: 
Cotton ginners 
Frank C. Brooks, assistant counsel, Southwestern Cotton Compress & Ware- 
house Assan ation Dallas Tex 
Garner M. Lestet pres dent, G. M. Lester & Co., Jackson, Wis 
W. H. Lovett. Dublin, Ga 
Cotton shippers: 
Charles W. Shepard, Jr., Charles FE. Shepard & Co., Gadsden, Ala 
Credit men: 
K. C. Klippel, Van Camp Hardware & Iron Co., Indianapolis, Ind 
Dairy 
Fred Pabst, proprietor, Pabst Farms, Oconomowoc, Wis 
Farm implements 
Ferd H. Detjen, the Detjen Co., Wapakoneta, Ohio 
L. H. Fleming, Jump Hardware & Implement Co., Queen Anne, Md 
J. Lewis Hads« Hadsell Tractor Co., Vineland, N. J 
Farming 
Bert E. Groom, farms, Fargo, N. Dak. 
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Feed : 
Kenneth E. Eldred, Charles H. Eldred & Co., Bainbridge, N. Y 
©. E. M. Keller, president, Kasco Mills, Inc., Toledo, Ohio. 
Forest W. Lipscomb, executive vice president and treasurer, Lipscomb Grair 
& Seed Co., Inc., Springfield, Mo. 
Fertilizer : , 
J. S. Coale, president, I. P. Thomas & Son Co., Camden, N. J. 
I. D. Dawes, vice president and treasurer, Virginia-Carolina Chemical Corp 
Richmond, Va. 
t. B. Douglass, vice president, Smith-Douglass Co., Inc., Norfolk, Va. 
t. P. Koos, secretary-treasurer, N. S. Koos & Son Co., Kenosha, Wis 
A. A. Schultz, Reading Bone Fertilizer Co., Reading, Pa. 
Grain: 
Price Feuquay, manager, The Salina Terminal Elevator.Co., Enid, Okla. 
Gunnard Johnson, vice president, Wolcott & Lincoln Grain Co., Inc., Kanss; 
City, Mo 
Oscar L. Malo. president, Intermountain Elevator Co., Denver, Colo. 
Insurance 
Hunter Brown, president, Fisher-Brown, Inc., Pensacola, Fla. 
Maurice J. Hartson, Jr., General Insurance, New Orleans, La. 
Harold W. McGee, Wren, Van Alen, Inc., Los Angeles, Calif. 
Lumber : 
Lynn Boyd, president, Boyd Lumber Co., Pampa, Tex. 
F.C, Kendall, vice president, Potlatch Yards, Inc., Spokane, Wash 
G. W. Roll, president, Natchez Lumber & Supply Co., Natchez, Miss. 
Robert L. Rote, president, the Alvin F. Rote Co., Monroe, Wis. 
Manufacturing: 
E. S. Waddell, vice president, Southern Plow Co., Columbus, Ga 
Milling: 
R. E. Barinowski, president, Feedright Milling Co., Augusta, Ga. 
Seott B. Gray, vice president, James H. Gray Milling Co., Inc., Franklinville, 
me & 
James A. Gwinn, vice president and secretary, Gwinn Bros. & Co., Hunting- 
ton, W. Va 
C. R. McClave, president, Montana Flour Mills Co., Great Falls, Mont. 
Moritz Milburn, President, Centennial Flouring Mills Co., Seattle, Wash. 
Oil distributors: 
Elbert J. Townsend, Townsend Oil Co., Le Roy, N. Y. 
Oil production 
E. C. Moriarty, president, D. R. M. Co., Wichita, Kans 
Organization: 
C. A. Jackson, executive vice president, Indiana State Chamber of Com- 
merce, Indianapolis, Ind. 
Petroleum refining: 
R. N. Cooper, Derby Oil Co., Wichita, Kans 
Petroleum wholesale: 
W. G. Baskerville, treasurer, Western Oil & Fuel Co., Minneapolis, Minn. 
R. J. Coughlin, president, Westland Oil Co., Minot, N. Dak. 
Pharmaceuticals: 
Arthur H. Einbeck, druggist, West New York, N. Y. 
Poultry: 
Ee. D. Wilson, president, Farm Industries, Inc., Decatur, Ala. 
Publishers 
Cecil R. Middleton, publisher, Beauregard-News, Inc., De Ridder, La. 
Retail food 
\. L. Hammerstrom, president, Sawyer Stores, Ine., Billings, Mont. 
Retail hardware: 
J. R. Ewing, president, A. E. Ewing Co., Olean, N. Y. 
Rh. M. Miller, Railey-Milam, Inc., Miami, Fla. 
Seed: 
Howard S. Abbott, Abbott Supply Co., Georgetown, Del. 
J. H. Epting, president, Epting Distributing Co., Leesville, S. C. 
(. C. Whealey, Spokane Seed Co., Spokane, Wash. 
Wholesale dry goods: 
Robert M. Adair, president, the Jones, Witter & Co., Columbus, Ohio. 
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Wholesale grocers: 
O. H. Droste, Jageman-Bode Co., Springfield, Il] 
Cc. S. Ragland, president, C. B. Ragland Co., Nashville, Tenn 
J. W. Shugart, vice president, Waples-Platter Co., Fort Worth, Tex 
Wholesale hardware 
Wallace Campbell, president, Campbell Hardware & Supply Co., Seattle 
Wash 
M G. Downing, pre sident, Wade Hardware Co., Greenwoot 
L. L. Flemming, comptroller, Herr & Co., Lancaster, Pa. 
George D. Krause III, president, George Krause Hardware Co., Lebanon, Pa 
Seth Marshall, Alworth Building, Duluth, Minn. 
L. LD. Nuchols, president, American Hardware & Equipment Co., Charlotte, 
N.C 
William George Steltz, president, Supplee-Biddle Co., Philadelphia, Pa 
Leslie M. Stratton, Jr., executive vice president, Stratton-Warren Hardware 
(‘o., Memphis, Tenn 
W. H. Terstegge, president, Stratton & Terstegge Co., Louisville, Ky. 


1, Miss 


Mr. Reep. What salary does the president of this organization 
receive / 

Mr. Jackson. How much do you get, Mr. President ? 

Mr. Lester. I do not now nor have I ever received one penny of 
salary from the National Tax Equality Association. 

Mr. Reep. I should say that is another case of discrimination. 

Do you have anybody on a salary, that is, a compensation list or 
anything ¢ 

Mr. Jackson. Oh, ves: we have a competent sts aff. 

Mr. Reep. What is “the highest salary paid to a member of the staff? 

Mr. Jackson. I cannot answer that. 

Mr. Lester. Our highest paid salary to any one individual is $10,000. 

Mr. Reep. There is no salary higher than that ? 

Mr. Lester. We have a contractual agreement for managerial serv- 
ices Which does not specify one, two, or a dozen men, it 1s a service 
that must be provided no matter what is required, for the sum of 
548,000 a year. 

Mr. Reep. How many are involved in that $48,000? 

Mr. Lester. Never less than two, and sometimes more. 

Mr. Reepv. That would mean some one gets $24,000 7 

Mr. LESTER. Not he essarily ; no, 

Mr. Reep. Well, how much do they get ? 

Mr. Lester. Well, it depends on the eaanpatay- ee It might be that 
during part of the vear we might have four or five or maybe just two, 
and it would be spre: ad out for the whole peri ‘od. vou see, of 12 months. 

Mr. Reep. Will you put in the record the different periods and the 
salaries for these periods that you have had since you have been 
operating ? 

Mr. Lesrer. Well, that could be quite a hard task to get, Mr. Reed, 
because it varies from time to time. If you want to classify it that 
way, that is entirely agreeable to us. 

We think we are getting a bargain at $48,000 a vear for the mana 
gerial services we are getting, and we might say that that is a small 
drop in the bucket certainly compared to what the Farm Credit Ad 
ministration puts out on financing and organizing cooperatives. 

Mr. Reep. How many lobbyists do you have registered in Wash- 
ington ? 

Mr. Lesrer. I don’t know that we have any. We have Mr. Calhoun 
ona retainer, and he is registered. 
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Mr. Reep. T have seen some people around and I certainly suppos 
they were lobbyists. They seemed to work in the interests of th 


legislation. 

You say he isthe only registered lobby ist here ? 

Mr. Lesrer. The National Tax Equality Association is registered 
asa lobby ist, we are registered. We don't know exactly what a lob 
byist is. 

Mr. Reep. How many are operating and lobbying under this gen 
eral registration over here in the Capitol filed with the Clerk of th: 
House? How many are operating there / 

Mr. Lester. We do not have any office in Washington at all, Mr 
Reed. 

Mr. Reep. | know you do not, [am talking about individuals. Hov 
many do you have around! Who are registered as lobby ists ¢ 

Mr. Lesrer. We have five or six here today. 

Mr. Reepv. How many do you usually have / 

Mr. Lesrer. None at all. We don’t even have an oflice in Wash 
ington. 

Mr Ry ED. You have some of them cir ulating around registered as 
lobbyists. 

Mr. LESTER. Do you know, Mr. Reed, that they are working for 
us’ Or is that just hearsay / 

Mr. Reep. All I know is what they say, that is all I know. If their 
word is not good, that is not my fault. 

Mr. Lesrer. Do you mean some of them told you they were work 
ing for us and were registered lobbyists ¢ 

Mr. Reep. Yes. 

Mr. Lesrer. Who are they? 

Mr. Reep. I am asking you the questions. I will put the informa 
tion in the record when I see fit. 

At this port l would like to introduce this document here which 
is headed “National Tax Kquality Association, Inc., 251 South Lia 
Salle Street. Chicago 4.° dated December 18, 1950. and listing Garner 
M. Lester, president ; Seth Marshall. chairman of the executive com 
mittee: Vernon Scott, vice president. 

It is addressed to 

gressmin FRANK BUCHANAN, 


(Chairomnai House Nelect Committee on Lobbying Letivitic sg, 
Congress of the United States, Washington, D. C 


Dear Str: Mr. Scott is out of town, so in conformity with his letter of Decen 
ber 6 to you, and in compliance with your request, I am enclosing a list showing 
the total amount received by the National Tax Equality Association from enc 
ontributions of S500 or more, from January 11, 1947, to date 


member making « 
which is December 18, 1950. 
together with the amount, date, and purpose of each such contribution 

Then follows tabulations for the vears 1947, 1948, 1949, and 1950, 
with this heading at the top of each year’s listing: 


Contributions listed below were made for the purpose of supporting the re 
search, publicity, and general activities of NTEA. Contributions are not made 
for special purposes. All funds received are used to support the general activ 
ties of the organization None are earmarked for specific purposes 


I will not ask to have these included in the record, I will not read 
them to you. 





REVENUE REVISION OF 1951 145] 


(The tabulations referred to follow :) 


NATIONAL TAX EQUALITY ASSOCIATION. IN« 

f hicago, December 18 1950 

Congressman FRANK BUCHANAN, 

Chatrn an, House Nelect ¢ ommilttee on Lol buying defivitics, 
Congress of the United States, Washington. D. ¢ 
DEAR Str: Mr. Scott is out of town, so in contormity with his letter of Decem 
ber 6 to you, and in compliance with your request, I am enclosing a list showil! 
e total amount received by National Tax Equality Association from eac 
member making contributions of $500 or more, from January 1. 1947. to date 
gether with the amount, date and purpose of each such contribution 
Yours truly 


or 

_ 

+} 
il 


ELLEN POWERS 
ito We Soott 


Necreta? 


rhe contributions ste below were made for the uurpose of supporting tne 
esearch, publicity, ar general activities of NTEA Contributions are not made 
ir special purposes All funds received are used to Support the general activ 
es of the organizati« None are earmarked for specific purposes 
loo Ha Hi 
¥ O , , 
Orle I x { . 
] { | 1 
' | ‘ ~ <0 
) 
} 
Ha 4 ( | 
“ . . ; 
n @ ( is Ja 
M n . I 
I t ! ] 
vf 
\ Jar f 
} : . ~ n ) 
a’ ~ , 
k Pipe I ( y ¥ = 
d 1 Edis ( i] t ’ J ' 
(7 \ | | ~ ( " ' © 
OK I rM 448. 1) ? : 
Lumt ‘ . ut ‘ - : 
Wire & A ( k I q I 
We ( ) 1 uy ' 
How-' [ ( ) M 1 Fet f 
wm Advise | ov ‘ 5 . on Fet ; 
j ne Lig ( { ( \ l | ve Fel 
K £ Ha w ‘ I ( ¥ Fel ; ' 
ky Utilities ¢ I \ M s I Fet yy) 
I Fire & Mar I I M . AM I 
h& Mel M 1 T Fel ‘ 
Ref ‘ I Fel Mu) 
n Power & | \ \ \ 1 | Mar. 
D ( i . v7 
\1 } 
Water I A | ' R ‘4 < WW . 
is Wr ile Hardware A Post Office B 9 Ma 
Colorado Milling & } ( j tal | ) “es 
i Mia ) 
I wick-B in ¢ i Mo s oO \ M 
Oil & Refi H Rid H Pex 
4 ) ‘ I H 
T 7 , 
\¢ ‘ 
Mi I n 
r ‘ > . 





REVENUE REVISION OF 1951 


ght Raleigh, N. ¢ 
ic Co., 245 Market St., San Francisco, Calif 
r& Light Do., Wilmington, Del 
neinnati Gas & Electric Co., 4th and Main Sts., Cincinnati 1, 
ron & Steel Co., Houston, Tex 
; y & Co., 312 Chamber of Commerce, Minneapolis, Minn 


' 
en 


} 1° 


13 Chamber of Commerce linneapolis 
i 


i 
Commerce Co., 1205-1211 Board 
Cheis Grain Co., 100 Board of 


’ } r Mills Co., Post Office Box 448, Dallas 
Hardware & Manufacturing Co., 111 East Mai 
ry Co.. 140 West Or r t.. Chicago 1 


ys Manufa 
Hardware C« 
( Box 6026 


ners A 


shipy 
09 Fast 
1-768 7th 


Post 


8, Butte, Mont 

ttings Co., Post Office Box 2 

260 South Broad St., Philadelp? 

, Minneapolis, Minn 

North Front St., Columbus, Ohio 
7 t e Box 1378, Detroit 3, Mich 

lex-O’Kan Flour Mills Co., Post Office Box 448, Dallas Tex 
Mr. Robert Wolohan, Birch Run, Mich 
Cincinnati Gas & ectric Co., 4th and Main Sts., Cincinnati 1, Ohio 
Alabama Retail Hardware Association, 509 North 19th St , Birmingham 3, Ala 
Western Cottonoil Co., Box 521, Abilene, Tex 
Swan Rubber Co., Bucyrus, Ohio 
Beneficial Industrial Loan Corp., 15 Washington St., Newark 2, N. J 
Consolidated is, Electric Light & Power Co., Lexington and Liberty Sts 


Louis, Mo 
f Texas, 615 Second National Bank Bldg., Houston 


{17 Barrone St., New Orleans, La 
32 St. Clair Ave., Cleveland, Ohio 
Inc., 230 Park Ave., New York, N. Y 


yuuith Church St., Charlotte, N. ¢ 
! 111 East Main St., Louisvill 


tte, St. Louis 4, Mo 





REVENUE REVISION OF 1951 1453 


The contributions listed below were made for the purpose of supporting the 
research, publicity, and general activities of NTEA. Contributions are not made 
for special purposes All funds received are used to support the general activi- 
ties of the organization. None are earmarked for specific purposes. 
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Mr. Reep. That ill I have. 

The Cuarrmman. Mr. Jackson, I would like to have an answer to 
one question to vet if cleared ip inh may maid d. It has been stated here 
by those who said they had it on wood authority that this National 
Tax Equality Assoc} ition had asits purpose not somuch to bi Ing about 
the equality In taXatiol but to destroy cooperatives of the farmers. 
Now. if that is its purpose, you people ought to know it 21 d the public 
ought to know It. If it is not true, the public ought to know that. 

Could you give us a full definition of what your purposes are and 
what your activitiesare? It is claimed, and figures have been read into 
the record here, that there are tremendous cont} butions made of S500 
and above. There has been the implication, and perhaps the direct 
charge, that the real purpose was not to bring about equality of taxa 
tion but to destroy the cooperatives. 
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That is a grave charge, and it has been made here more than onc 

Mr. Jackson. I would like to attempt to answer that. 

The Cyaan. It is a shock to me if there is an organization « 
that kind. 

Mr. Jackson. Let me make not the kind of statement that wi 
friends and influences people. That, to use what I understood Co 
gressman Reed’s language to be, is a malicious, scurrilous, propaga: 
dizing lie. 

Now , this te ax-equi ility scrap is bitter, of course. 

Che National Tax Equality Association is made up of lots of peoplk 

In my State there is Mr. Phil Bash. He happens to be the leadin; 
layman of the Methodist Church and also happens to be the leack 
of the Republican Party of that district. A small hardware merchant 
he » hi: is written hundre ds of le tters and mi ade thous: inds of Sspeec hes. 
don’t think he is a racketeer, and the people in his home town don’t 
think so. 

We have legislators who have run in Indiana on this issue. I don’t 
think they are racketeers. I don’t know if D45,000 a year toa publi 
relations firm is racketee ring. 

Now, here is what happens, Mr. Chairman; I have been in organiza 
tion work for many, many Sa in the Indiana State Chamber of 
Commerce. Before that I was a bureaucrat on the State level and was 
down here for quite a while. We have in Indiana an organization of 
over 5,000 paying members in a coordinated group of 125,000. I an 
sure no one has accused them of racketeering. That is part of the 
National Tax Equality Association. In other States and in other 
places it is that way. 


This organization has only had about $600,000 a year direct. That 
is chicken feed in a national fight. They would have had to have a 
lot more if it had not been that businessmen all over the country 
paid for ads when this matter was being discussed. Organization 
like ourselves and many others mailed out various types of literatur 
to their organizations. So, the total amount that has been spent i 


au great deal 

If you give us tax equality, it is not any idea of putting co-ops o1 
lending institutions or mutuals out of business. I happen to be the 
director and chairman of the executive committee of the largest life 
insurance company in our territory. It happens, too, that we are pay 
ing taxes. But the president of the company and myself were the 
leaders in the life-insurance business to try and get them all straight 
ened out. 

Now, what happens? When you start a fight like this, when you 
accuse—and you have got to do it rather loudly to be heard in thi 
busy country—some organizations who are doing something that you 
would like to change, what happens? I ask you lawyers what hap 
pens? Here is what happened in Indiana: I think this is the patter! 
in other States. We had a big meeting at the Columbia Club. Mr. 
Schenk and others of the Farm Bureau were there. We said, “Let 
us keep this on a high plane,” and with very few exceptions it has 
been done in Indiana. 

gut, first, there was a loud “ery Mr. Reed. We pay taxes; we 
pay taxes just like everybody else, but it took some time to get it under 
stood that the only issue was on the Federal level, although to me 
it is very regrettable that some States exempt cooperative enterprises. 
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In Indiana, the co-ops and the mutuals tried to escape the gross 
income tax when I was organizing that law, and we had to take it to 
the Supreme Court of Indiana, and there they used in Indiana exactly 
the same arguments they are now using on the national level. 

If Indiana ever has a net income tax, I would predict that the 
farmers—and I am a farmer: I know farmers; I know lots of them 
ind I belong to the Farm Bureau, and I get stock and I get checks 
would be the first ones to come forward and Say, “We want to pay 

et Income tax 1n In liana like eve rybody else.” 

All the polls we have ever t: aken il 1 In diana show the farmer dloes 
ot agree with the co-op promoter on ‘all hinee 

Then, what do they do? They attack those who exposed it. You 


tart calling names, saying they are racketeers: they are profiteers, 
ayving bad things. and iving “We are a Look what we have 
ione. lherefore, we shania continue to be 1 ) business.” 


Nobody wants to put them out of business, but I think there is some- 
thing besides good necessary, sir, that is a measuring stick for taxes 
n this country. 

Then what happens? They attempt to justify or to rationalize 
to talk about patronage dividends, and so forth. Then. of course. 
there were the political implications. For about 30 days things were 
not so nice In my State and in other States. Not the Farm Bureau 
but the co-op group ran ads in various towns saying, “Here are the 
peop le whe donated to the Indiana Tax Equality Committee. Boy- 
cott th It did not take long before the cooler heads saw that that 
Ku Klux Klan type ol ction Was not going to he Ip. 

Since then Mr. Schenk, Mr. Briggs, and myself have had man 
lunches together, and Mr. Briggs and I have played golf together; 

belong to the same country club. We are trying to keep it on a 
high plane, and we are terribly distresed to find others trying to use 
diversior ary tactics In atta king our cood people 

And, of course, gain Vou lawvers ky ow there omes a time in this 
sind of scr ip when they ay, ~/ ‘an’t we compro mise 9”? Instea d of 


murder, cat t t be mat slaughter ol somethit a else ¢ Phat is the 
status that it is in now. 

It is being s iggested to you as to what we do about reserves. I 
never met the ce ntle mint who spoke before I did al d who made A very 
fine talk, but I heard nothing said about tax equality. All I heard 


was his telling this committee what we agree with 100 percent that 
co-ops and mutual savings banks and building and loan associations 
ind mutual insurance companies are good things. We just want them 
to be the ame kind of taxpaying citizens is the ot} ther fellow is. 

And to do that. Mr. Reed. it takes a lot of work: it takes a lot of 
writing, and it takes a lot otf talking before the microphone, and in the 
papers, and so forth. 

The Cuatrman. The reason I asked that question, Mr. Jackson, 
vas this: I would like to give every witness who comes before our com- 
mittee, whatever the co itroversy, credit for being honest and sincere 
n their motives. That is my natural inclination: and insofar as | 
am concerned, that is the way Lapproach this. But when it is thrown 
nto a pub ‘lic record that the motives of some of these peop le are not 
what they should be, and that they are not conscientious people, but 
have an ulterior purpose of destroying some legitimate organization, 





1466 REVENUE REVISION OF 1951 


that is a serious matter and needs some clarification. We would |i) 
to vet the at mosphere clear as to the motives and the purposes of Vo 
organization. If there is such a purpose in your organization, t! 
National Tax Equality Association, as many seem to think there is 
and I do not question their honesty, as they seem to think it Is s 


if ought to be cleared up or it ought to stand condemned, one or t 


other. ‘| hat is the way I feel. 

Mr. J \CKSON, The motives of either side can be questioned, by 
we should keep our minds on what it is all about. If there is ai 
desire on the part of this committee or any other committee to ha 
a hearing on who is the most virtuous, the proponents of tax equalit 
or the opponents, we would be glad to do this. 

here is only one paper that comes across my desk; and, in n 
judgment, it has more misinformation and lies and so forth—tlx 
Cooperative Consumer. The only one worse than that is John 
Lewis's Mine Workers’ Journal. That has nothing to do with t 
equality. 

What we want to do is have tax equality; what those who are 
posed to us want is to keep their taxes back. 

Why can't we keep it on that high plane, sir? If they do n 
like me and I do not like them, that is incidental. 

Here is one thing that I would like to read you, and I am throug! 
This is a letter that came to me this morning from a small lumber 
company in Fort Wavne, and addressed to an Indiana Congressmatl 
It mentions Congressman Reed. 

I understand Congressman Reed, of New York, a member of the Ways a1 
Means ‘” nittee, questions the good faith of those of us who are try 
equalize the tax law Now, how in the world he can bring up any argument t 
would justify any business from its fair share of taxes is difficult for 1 
understand 

Our people are surprised or sorry you interjected that angle int 
the thing. 

Mr. Reep. Mr. Chairman ? 

The Cuarrman. Mr. Reed. 

Mr. Reep. I get those same letters and telegrams from my district 
and in fact a great many of them. 

At this point, I would like to introduce for the record a certifie 
copy of the articles of incorporation of the National Tax Equality 
Association and supplemental charter, dated the l4th of Septemibe 
L949, 

The Cuamman. Without objection, that may be inserted in tl 
record at this point. 

The information referred to follows:) 


Certificate Number 26455 
STATE OF ILLINOIS 
OFFICE OF THE SECRETARY OF STATI 


Vito Whom These Presents Shall Come. Greetina: 

I, Eopwarkp J. BARRETT, Secretary of State of the State of Illinois. do her 
certify that the following and hereto attached is a true photostatic copy of the 
Articles of Incorporation and Amendment thereto, including the last Certificate 
of Change of Registered Agent and Registered Office, of Nattonat Tax EqQu ati 
ASSOCIATION, INc., the original of which is now on file and a matter of record 
in this office 
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IN TESTIMONY WHExEOF, I hereto set my hand and cause to be affixed the Great 
Seal of the State of Illinois 
Done at the City of Springfield this 14th day of September A. D. 1949 


SEAI Epwarp J. Barrert, Secretary of State 


Certificate Number 13340 
STATE OF ILLINOIS 
OF! Ol He SECRETARY OF STA 


V/l to Whom These Prese fs Nhall Come. Greeting 


WHEREAS a CERTIFICA luly signed and acknowledged, haus been filed in the 
Office of the Secretary of State on the llth day of Octobe \. 1). 19458 for the 
rgaunization of the NATION. Prax EQUALITY ASSOCIATION, IN« under and in 

ordance with the provisi: of “AN AcT CONCERNING CORPORATIONS” approved 
April 18, IS72, and in force July 1, 1872, and all acts amendatory thereof, a cop) 
of which certificate is hereto attached: 

Now, Therefore, I. Epwarp J. HvUGHEs, Secretary f State of the State of 
inois, by virtue of the powers and duties vested in me b Vv, do hereby certil 
hat the said NATIONAL TAx EQUALITY ASSOCIATION, IN« s egally organized 

Corporat on under the laws of this State 
IN TESTIMONY WHEREOP, I hereto set my hand and cause to be affixed the Great 


Seal of the State of Illinois 
Done at the City of Springfield this 11th day of October A. D. 1948 and of 
e Independence of the United States the one hundred and sixty-eigh 


SEAL | Epwarp J. HUGuUEs, Secreta of Ntate 


STATE OF ILLINOIS, 


Countu of Cook 


lo Epwarp J. HuGHes, S etary of State: 

We, the undersigned, Ben ¢ McCasne, Homer D. Jones, and J. L. Wetsa 
tizens of the United State propose to form a corporation unde in Act of 
he General Assembly of the State of Illinois entitle \ Act concerning Cor 
orations, approved Ap IS, IS72, und al Acts amendatory thereof ind for the 


uurpose of such organization we hereby state as follows, to wit 
1. The name of such Corporation is NATIONAL TAx EQUALITY ASSOCIATION, IN¢ 
2. The objects and purposes for which the Corporation organized are 


AT HORIZED PURPOSF 


The object of the Corporation shall be to conduct educational, scientific, 


ind research activities relative to disparities in federal and state tax statutes 
and other laws and regulations affecting business, and to disseminate such 
information to civic organizations and representatives of business affected 
thereby, to the public and to federal and state governments. The Corpora 


tion shall be nonsecturian, nonpartisan, and no part of the net earnings, if 
any, of the Corporation shall inure to the benefit of any private shareholder 
or individual 

> The duration of the Corporation shall be perpetu: 
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4 The number of directors constituting the first Board of Directors shall 
twenty-two, and the name and address of each such director are as follows: 


City of Chicas County 
e address of i ss office 
i said City of Chic: 


(Signed) ‘.. McCape, 
amber of Commerce Building, Minneapolis, Minn 
J. L. WELSH, 
519 Grain Exchange, Omaha, Neb 
Homer D. JONES, 
2627 West Adams Street 


of Cook. as: 


I. Norma D. SENN, a Notary Public in and for the county and state aforesa 
» hereby certil that on this 15th day of September, A. D. 1945, persona 
appeared before me Ben C. McCane, Homer D. Jones, and J. L. WELSH, to 1 
personally known to be the same persons who exe uted the foregoing certifi 
and severally acknowledged that they had executed the 


therein set forth. 


"NESS WHEREOF I have hereunto set my hand and seal the day and yea 


il 
same for the purpose 


Norma D. Senn, Notary Public 


ment] 


Epwarp J. Huaues, Secretary of State 


Certificate Number 577 
STATE OF ILLINOIS 
OFFICE OF THE SECRETARY OF STATE 


To all to whom these Presents Shall Come, Greeting: 
Whereas Articles of Amendment to the Articles of Incorporation duly signet 
and verified of NATIONAL TAx EQUALITY ASSOCIATION, INGC., have been filed in the 


Office of the Secretary of State on the 7th day of January, A. D. 1949, as provided 
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by the “GenerAL Nor For Prorir Corporation Act” of I 
1943, in force January 1, A. D. 1944: 
Now Therefore, I, Epwarp J. Barrett, Secretary of State of the State 


I 


inois approved July 17 


f 


Illinois, by virtue of the powers vested in me by law, do hereby issue this Certifi 
ate of Amendment and attach thereto a copy of the Articles of Amendment to 
the Articles of Incorporation of the aforesaid corporation 

In Testimony Whereof, I hereto set my hand and cause to be aflixed the Gre: 
Seal of the State of Illinois Done at the City of Springfield this 7th day of 
January, A. D. 1949, and of the Independence of the United States the one hun 
ired and 75rd 


, Epwarp J. Barri Secreta if State 


ARTICLI or AMENDMEN roe ARTICLES OF INCORP l 


) Fit 
GENERAL Nov For Prorir CORPORATION A¢ 
oO] vVARD J. BARRETT. Se fa of State, Springfield Til 
The undersigned corporation, for the purpose of amendil ts Articles of 
nceorporation and pursuant to the provisions of Sectii >» of the General 
Not For Profit Corporation Act” of the State of Illinois, hereby executes the 


following Articles of Amendment 
1. The name of the corporation is National Tax Equality Association, In¢ 
2. There are some members, having voting rights with respect to ame ments 


3. (Strike paragraphs (a), (b), or (c) not appli able) 


; 


(a) At a meeting of members, at which a quorum was present, held 
January 4, 1949, sar receiving at least two-thirds of the votes ¢ ed 
to be cast by the members of the corporation present « represented | 
proxy at such meeting, the following amendme! endments were 


adopted in the manner prescribed by the “General Not | 
tion Act” of the State of Illinois 


Reso.vep, that the Articles of Incorporation of Natio Tax Ke 


pibat Ly 
Association, Inc., be and they hereby are amended b idding t he s 
of corporate purposes set out in paragraph numbered two thereof the word 
“and to urge the elim tion of such disparities” so t! ‘ Te 
the corporation as set forth in the Articles of Incorporat s] be a 
read as follows 
A \ IMENT OF AUTHORIZED PUR Ss 

“The object of the Corporation shall be to conduct educational, scient 
and research activities relative to disparities in feder ind state tax 
utes and other laws and regulations affecting business, and to disseminate 


such information and to uroe the elimination of such disparities to « 


organizations and representatives of business affected thereby, to the pul 
and to federal and state governments The Corporation shall be nonse« 
tarian, nonpartisan, and no part of the net earnings, if any, of the Corpora 
tion shall inure to the benefit of any private shareholder or individual.” 
IN WITNESS WHEREOF, the undersigned | 


. corporation has caused these Articles 
f Amendment to be executed in its name by its President, and its Secretary, this 
day of January 1940 
NATIONAL TAX EQUALITY ASSOCIATION, IN« 
CORPORATE SEAL] By Garner M. Lester, President 
Oscak L. MALO, Secretary 


ATE OF ILLINOIS 
County of Cook gx 


I, DARLENE B. WILSON, a Notary Public, do hereby certify th: 
January 1949 Garner M. Lester personally appeared before me and, being duly 
orn by me, acknowledged that he signed the foregoing document in the capacity 
erein set forth and declared that the statements contained therein are true 
IN WITNESS WHEREOP, 


I have hereunto set my hand and seal the day and year 


at on the 4th day 


tore written 


SEAT 


’ 


DARLENE B. WILSON, Notary Publi 
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[Endorsement] 


Box 2767 File 069 
ARTICLES OF AMENDMENT TO THE ARTICLES OF INCORPORATION OF NATIONAL TA) 
EQUALITY ASSOCIATION, IN¢ 
Amended object 
Filed: January 7, 1949 

Epwarp J. Barrerr, Secretary of State 
I . Date 2-28-40 
Filing fee: S1 

e Clerk \l 

( IFICATE OF CHANGE OF REGISTERED AGENT AND REGISTERED OFFICE BY A FOREL 
oR Do sTic CORPORATION UNDER THE GENERAL Nov FoR PROFIT CORPORATION 

\r 


To Enpwarp J. BARRETT, 
rhe undersigned 


Secretary of State, Springfield, Ill 
corporation, organized and existing under the laws of the 
for the purpose of changing its registered agent and its 
both, in Illinois, as provided by the 
poration Act,” of Illinois, represents that 

he name of the corporation is NATIONAI 
l iddress, including street and number, 
ottic 231 S. Lau Salle Street, Chicago 4, Il 
Its registered office 


ered office is to be 


regis 
tered office, o1 


General Not For Profit Cor 


TAX EQUALITY ASSOCIATION, IN¢ 


if any, of its present registered 
(including street and number if any change in the regis 
i no change, Illinois 

$. The name of its present registered agent is Lorine B. SCHULER 
>. The name of the new 


mude) is hereby changed to 


registered agent is ALLAN 
ts registered office and 
as changed, will be identical 


7. Such change was authorized by 


GILBERT 
6G The address of 


the address of the office of its 
tered agent 


regis 


resolution duly adopted by the board of 
directors 

IN WITNESS WHEREOF, the undersigned 
executed in its name by the V 


February 1945 


orporation has caused this report to be 
ce President and its Secretary, this 20th day of 


NATIONAL TAX Eaqt 


PQUALITY ASSOCTATION, IN¢ 
ATE SEAL] By Lorine B. Scuurer, Vice President 
Roserr L. Rore, Secretary 
STATE OF ILLINOIS, 
/ intu of ¢ ook, ea: 


I, DARLENE B, WILSON, a Notary Pub 
day of February A. D 
ind Roserr L. Rove, 


signed 


ce, do hereby cert fy that 
1945 personally appeared before me Lorine : 
and being first duly sworn by me, acknowledge that they 


the foregoing document in the capacity therein set forth and declared that 
statements therein contained are 


on the 20th 
B. SCHULE! 


true 
IN WITNESS WHEREOFP, I have hereunto set my hand and seal the day and year 
before written 
| SEAL] 


DARLENE B. WILSON, Notary Public 
My commission expires October 1947 


{ Endorsement] 
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buy some fertilizer from the TVA fertilizer plant at Muscle Shoals 


Ala. I got a letter and they said: 
You can’t buy the fertilizer here, Mr. Lester, because we seil it only to coopera 


tives 
That plant was paid for by some of my money, and I thought that 


wasn’t fair. 

The Treasury Department got out a letter to the Cotton Ginners ot 
Mississippi in which they said, among other things, in a long letter 

If your cooperative does not give back to the tenant farmers and sharecroppe! 
their share of the patronage refund you get from this cooperative gin, then yo 
are not a true cooperative. 

Acco! ding to the records of the secretary of state’s office in Jackso! 
County, 45 cotton gins surrendered their charter or else amended 
their charter and changed from a cooperative because they did not 
want to give to the poor tenant farmers and sharecroppers of Missis 


sippl any of that patronage refund. 


Some of those farmers did not approve that change. 
to me, knowing I was interested, and said something ought to be don: 


They cant 


about it 
So Trom time to time my interest grew. 
nity to join some organization that could tell the people about wha 


Was going on and perhaps appear before this group here and tel 


1 was glad of an opportu 


oul story. 

I have heard the testimony here today. I know that some of thes 
cooperat Ves perhaps have il hard time sometimes. | heard SOL 
Congressman say they should have been helped a long time ago. I ar 
not arguing that. 

But that situation now confronts me as a small-business man. M 
- being taken away from me, and I perhaps need now n 


otection, but need equality. 
Mr. Chairman, have never been to attack anyone 


so our tenets, 
t} 


ive hevel attacked il cooperative, All l have attacked Is 

1 that they have. 

. Curtis, we saw the need of an 
ss pp and | helped organize the Mississippi Associated Bus 
] am a director. We si W that the people 
facts in tl 


organization in the State 


nh mv State. 
vy needed some such organization to tell them 
lto work with the hope that this inequality could be cleared 
not here asking for any favors. We are vlad of an Oppo! 
Iam from the deep South, the State that Pat Hart 
Sometimes we get pret 


are 
t\ to Lppear. 
and John Sharp Williams came from, 
igh. We did not come up here to be rough. 
I am sorry that our organization has been accused of being racke 
ind suckers. It has been said that some would like to see t 
I am sorry that has been 


eeCTs 


organization driven out of business. 


jected into it. 
Mr. Curtis. Now, what is the answer to my question? What 
the relation of these State organiZations to the national organiZatior 
Mr. Lester. None: they have separate charters. 
The National Tax Equality Association has at times loaned ther 
men which they have paid for, their salaries and so forth. li take 
capable men to get out and organize and raise funds, 
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We did not have them. We could raise a little money, so we hired 
some of their men to come down and help us out. 

Mr. Curtis. Do you write some of the bulletins for them ? 

Mr. Lester. Yes, sir. The National Tax Equality Association fur- 
nishes bulletins, some of the services. We furnish them to the cOo- 
operatives, or any body else. 

Mr. Curtis. Did the National Tax Equality Association, or league, 
whatever you call it, have anything to do with the telegram or bulle- 
tin of last fall that referred to the chairman of this committee and 
said that he was panhandling this issue / 

Mr. Lesrer. I do not know anything about any such telegram. May 
I ask, by whom was it sent ? 

Mr. Curtis. I am asking if your association or any of your affiliates 
had anything to do with that telegram or bulletin. 
what it was, 

Mr. Lester. I never heard of it. 

Mr. Curris. 
bout it. 

Mr. Lester. Our general counsel, Mr. Adcock, is here. 
vou ask him about it. 

Mr. Curtis. It was rat] 
Lime, 

Mr. Lester. What do you mean by common knowledge / 

Mr. CURTIS. I had several people speak about it I rec eived a long 
distal ce call from Omaha and it Was read over the telephone to me, 

Mr. Li STEER, ] believe it was hearsay : yes ¢ 

Mr. Curtis. No; it was not hearsay. 

Mi Lest! R. l would | ke to see a copy of if. 
telegrams. 

Mr. Curtis. I do not reeall whether it was 

Now, referring to Mi J ickson’s stutement 
nd at the top of page 5, it says: 


| do not recall 


I wonder if any of your associates know anything 


I suggest 


‘r common knowledge around here at the 


] ] 
ram or a bulletin 


' bottom of page ye 


tr your cor l 
measure which would tinue to per! 
ross income earnings distri 
verpayments, underpas s, et cetera, 
no more than a n tingless gesture whi 
ome to the Treas d would meat 


isinessmen and taxpa soft 


It would be commor! 


a report out 


from their 


- 


} his count 
cognized that 
olitical deceptior which wor 


! id give no 
tition with which taxpaying business a 


Political deception on whose part 4 


Mr. J ACKSON, | have discussed th Ss matter, Hi re is what they have 


greed. I was told by the public leadership: 


You are being unfair to us This is a highly controver 

niv been on it a few vears In the meanwhile rural free del 

have not balanced up the 
the { 


sial issue You have 

boxes have been 
story if we Repul 
vote and business vote Let 


Is gio 
have been told by equ illy niport iil Demon rate members: 
ready have the far vote Phet 


I you Want us to cdo sol 
aN 


I think there is some political implication there, because, after all, 
sa political country, sir’. and these things revolve on political 
ntiment which we call politics. 





i} } 
tin 


Will vou rey 


readecrng ) 
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duit 
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cated re 
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Mr. Schuler was editor of the Ladies’ Home Journal and Country 
Gentleman. 

Mr. Currts. Mr. Vernon Scott, chief administrative officer of the 
National Tax Equality Association of Chicago, testified in the Roberts 
Dairy case in Omaha, Nebr., before the Tax Court in January 1950, 
as follows. He was asked these questions: 


Question. Will you kindly tell me how NTEA is going to serve its members 
unless it does bring about the accomplishment of the repeal of the tax exemptions 

\nswe! NTEA has the idea and the program that this can be solved with 
out any legislation whatever 

Question. In what way? 

Answer. If the bureaus of Washington—Treasury Department notably—f 
lowing some basic decisions made by the courts, would interpret the rulings i: 
a different light than they presently are made, there would be no need whateve 
for legislation 

Question. There would be a need for change in the Treasury's rulings a1 
court decisions; is that not true? 


Answer No; no change in court decisions: on change whatever in cour 
decisions 

(Juestion Phen a change in the interpretation of those decisions by the exec! 
tive agency of the Government? 


Answer. The Treasury Department tomorrow for both exempt and nor 
exempt, tax-exempt enterprises, can bring about tax equality without one sing 
piece of legislation. 

Is that still the position of your association / 

Mr. Lesrer. Dr. Saxon will answer that, if you please, Mr. Curtis 

Dr. Saxon. I cannot answer your question specifically, sir, becausé 
I do not know what the present position of the association is in regat 


to anvthing. 


In regard to what Mr. Scott is trving to vet across, he is not correct 
100 percent The Treasury could tomorrow reverse itself on it 


rulings in regard to reserves of the exempt cooperatives and coul 
subye t to taxation a great deal of the income of exempt cooperative 
which now escape taxation. 

On the other hand, the Treasury’s rulings could not destroy sectio 
LOL, subsection 12 of the Revenue Code. There still would be stat 
tory exemptions for approximately) yO percent of the marketin: 
oopel itives., 

Qn the othe I) mad, all who are consume} cooperatives and all ! 
tatutorily exempt cooperatives could he subjected to tax tomorro 
by the ‘Treasury's ruling, which means that at least 50 percent 
! umber of the cooperatives could be covered under the present corp 
rate tax and by Treasury’s ruling a substantial tax could be levied o 
those that are even now statutorily exempt under section 101, sul 
section 13. 

Mr. Curtis. I understand the Treasury has pretty broad authority 
What I want to know is whether that is the position of the Nation 
Tax Equality Association now. That was their position about 
year ago. 

' Mr. Lesrer. Mr. Curtis, that question has never been discussed be 
fore the executive committee. Our position is simply this: All we 
want is tax equality, that is all—the same taxes that other folks pa 

Mr. Curris. I think we are entitled to know. Your chief admi: 
istrative officer goes into court and says: 

Our idea and program is that we can bring this about without a single piece 


be iSiil 
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Now, that was your position on January 26,1950. Is that still your 
position ¢ 

Mr. Lesver. Let mes ty that was the statement. As to whether or 
not his statement had been approved in advan 2, | have no knowledge 
of that being approved by the executi e committee, but it would cure 
i lai ge per ent of it because it would take in this much discussed 
patronage dividend. 

The Treasury's ruling by itself would not clear up the matter, if 
hat is in the law as I understand it is. 

In other words. the Treasury could not change the law. 

The reason we are before \ ou today is to ask you to so change the 
iw that the Treasul \ will have to make such a « hange In 1ts ruling. 

We do not think the 7 reasury is gvyoing to do it unless you tell them 
to do it. That is the reason we are here today. 

Mr. Curtis. Was that vour position on January 26, 1950? 

Mr. Lester. That was a statement of Mr. Scott. I would say this: 
Phat the executive committee had never apy roved that statement as 
wing our entire position 

In other words. we wanted entire equality and that would not bring 
ibout entire equality 

I th nk Mr. Scott meant that it would cure much of it | do not 
think vou could Sav it would be 100 percent because the exemption 
s set up by law and certainly the Treasury could not do that. 


Mr. Curtrts. Do vou disown Mr. Scott’s statement ? 

Mr. Lesrer. We do not disown it entirely. We say perhaps he was 
misunderstood or maybe the stenographer did not get it down right 
! mavbe he did not unaerst ind the quest on. 

You know, vou can take one little sentence out of a statement and 
c in ent rely d flerent me Ming at different Livive Not { vy there 

d not having read the ease. I know not! ho ( I 

the questions | ng up to it 

We all know that t Preasurv cannot ha re the W oO knOW 

it if they changed their interpretation with refer patrol 
ve dividends, thet rot part of it would be cured 

Mr. Currtis. Well. T still would lke to know whether or not that 
iS vour position, or Was he saying it for some other purpose / 

Mr. Jackson. It would be pretty hard for to tell what Mr. Seott 

thinking. 

Mr. Curtis. He is the chief administrative officer for your SOC las 

on ¢ 


Mr. Ly STER. Let us assume for the sake of savin a time that t hat was 

s position. Could we not change our position in 12 months? 

Mr. Curtis. I have no objection to your changing your position, 
[am trving to ask you 1 f you did. 

Mr. Lester. I cannot answer that. But T can tell vou this: That 

r position is now very simple—tax equality is all we want 

Mr. Curtis. Mr. Lester, did vou ever accuse this committee of a 
2. rnd? ; 

Mr. Lester. No, sit 

Mr. Currtts. I have a letter which appears to be a photost itie copy. 

ited July 3. 1950, signed by G. M. Lester: 

(‘Committee b H. R. S820 then increase taxes on presently taxed corporations 


e net evenue estimated at S435 000.000 This is ft} 
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Mr. Jackson. They both would be the same. 

Mr. Harrison. That would satisfy you ? 

Mr. Jackson. Everybody taxed the same. 

The CuHarrman. Mr. Reed. 

Mr. Reep. I would like to ask you a question, Mr. Jackson. 

Why was your charter amended in 1949 ¢ 

Mr. Jackson. As I recall, that was changed after some considerable 
discussion whether they should change from a purely research factual 
organization preparing this material for others to distribute. o1 
whether to do that and also lobby. As I recall it, as it is now, we aré 
organized and registered as lobbyists ¢ 

Mr. Carnoun. That is right. 

Mr. Reep. You were not before then ? 

Mr. Jackson. No. 

Mr. Reep. Here is testimony offered before the committee in 1947, 
November, by Mr. McCabe, president, who stated : 

» been previously informed the NTEA is devoted solely to research 
tional activities and no deviation from the limitations are permitted 
; 1 association's charter or by vote of its board of directors 

Now, then, how much money did you collect up to the time you 
changed that charter from the businessmen ? 

Mr. J \CKSON, | clo not know. | do not have the books here. 

Mr. Ri ep. In other words, those people were led to beheve by youl 
organization that they could take a tax deduction from gross income ; 
is that right, because you were purely a research organization ? 

Mr. oD AC KSON, We have hot deliberately misled anybody. 

Mr. Reep. Of course not! 

Phar k vou very much. 

Let the internal revenue collector go back over this list of contribu 
tors forall the vears up to 1949 when the charter was amended. There 

i lot of revenue lost tothe Government. 

Phe Cuamman. Mr. Boggs. 

Mr. Boeas. Mr. Jackson, who is the member of your organizatior 
that has access to the way the members of the committee vote in execu 
tive session ¢ 


Mr. Jackson. Ido not know. I do not recall any formal balloting, 


if that is what you mean. Usually there is a motion and somebody 


} 


seconds it, if that is what you mean. 

Mr. Bocas. Will you repeat the answer? I did not quite under 
Stand 

Mr. Jackson. Let me see if I got your question. You were trying 
to find out who has the re< ords of motions mace and SO forth? 

Mr. Bocas. No. My question was. Who is the member of your 
organizatiol that has aecess to how the members of the Ways and 
Means Committee vote in executive session ? 

Mr. Jackson. I do not know that anybody has. 

Mr. Boas. Let me ask you another question. 

Do you ky ow how members of the Ways and Means Committee vote 
in executive session ? 

Mr. Jackson. I do not: no. 

Mr. Boces. Would you say that any member of your group had 
reliable information on how any member of this committee votes in 
executive session ? 
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Mr. Jackson. I would not know. I could not answer that. I do 
not know what other people do. I certainly am not interested in 
that. 

Mr. Boces. Would you approve of a program where, without having 
any information and without knowing how the members of this com 
mittee voted in executive session, some one of vour subsidiary groups 
proceeded to circularize thousands of people telling them how mem 
ners were supposed to have voted ¢ 

Mr. Jackson. In the case of my own organization, I would con 
sider that very seriously before I did it. I do not know what you art 
talking about. 

Mr. Bocas. Would you consider it ethical ? 

Mr. Jackson. I still do not get what you are driving at. You say 
you fellows voted SEC retly and somebody on the outside found out ¢ 

Mr. Boggs. Now, I have here a letter from the Louisiana Tax Equal 
tv Association, Inc., Post Office Box 1526. Baton Rouge. La.. Secre 
tary-Treasurer Allen L. Smith. Did you ever hear of Mr. Allen L 
Smith ? 

Mr. Jackson. I never did: no. 

Mr. Lester. I know Mr. Smith. 

Mr. Boges. What connection is there between the Louisiana Tax 
Equality Association, Inc., and the National Tax Equality Asso 
clation ¢ 

Mr. Lt STER. None whatever. ‘| hey are sepal ite entities altoget he | 
‘| hey have at times sec ured services from us. 

Nir. Boaes. What kind of services clo they | uy tron you. s r/ 

Mr. LESTER. We put out bulletins like those that have been show 
here. They may obtain 100 or 5,000, somethin g like that. 

Nir. Bocas Those ire all the services the vet from vol ¢ 

Mr. Lester. All, of that type: yes. sir. They are a separate entity, 
Mr. Boggs. [1 hey do whatever they please. 

Mr. Boces. -Just for the record, on these motions that Mr. Curtis 


is talking about, I think thev were offered by Mr. ¢ amp. My recol 


lection is that | voted for Mr. Camp's motion. Shortly thereafte 
| received a copy of this letter which in my judgment is really a prime 


lustration of Mr. Carnegie’s idea in reverse, how to make enemie 
ind lose f) 1¢ nals, 

This letter goes on to say that they are informed that I voted just 
exactly contrary to the way I really did vote, and that that vote was 
gainst the interest of the businessman and the taxpayers of my dis 


trict and that I should he held stri tly ace ountable for it. 


Spokesman for the Ways and Means Committee say the present action is only 
tentative and that the committee may yet return to the consideration of full 
taxation of cooperatives Therefore it is important that you regiser your 
protest immediately with Congressman Boggs, write, wire, phone him He 

in be reached at the New House Office Building, Washington Db Cc 

Do you approve of that kind of communication / 

Mr. Lesrer. I say we would not send out a letter like that unless 
| knew exactly where | stood, Mr. Boggs. We do not know where 
Mr. Smith got his information, or anything else. 

Mr. Boaes. That is all, Mr. Chairman. 

The CruarrMan. It seems to me, as chairman of this comm ttee, that 
f ther Ss anythin Y wrong about people havi o ki owledge of the 
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t our committee business in executive session, t 
ber of our committee, or some member of out 
Mir. Curtis had access to it and he brought 
to me if anv information got out when it should 
olation ot the tru Sore menibel ot our cComimiitts 
ot somebody « | 
ime is pointed n the wrong directs 
' : 


yimin that. 


Somebody 
lave come from 
’ ot KILOW 
rPmAacion Was « 
LN Lhere ~ 
from wh 


ould hot 


so e\ fiv nobody told 


not have the correct nior 


Vou 


+? 


o ask Lester ; 
iv that the National Tax Equality A 
o rhov that that NI Bowes 


- ° = 





Mii 

Mr. ¢ 
ybody. 
Mr. Lesres 


ese States linve 


ited Bus hessliit 
posed of these State asso: 
Tax Equality Ass 
1 uncle 


che fics / Did or did 


il Put tov 


Lsso¢ n pre} 
Mr. L No, did not. 

Mr. Curtis. It did not ¢ 

Mr. Lesrer. No. sir. Lam speakin 
\ssociat . No.sir: they did not. 

Mir. Curtis. On mplovee ¢ 

Mii LESTER No, r; no employee. 

Min Curtis. O) a} at relat ons cou 
Mr. Lesrer. I « i! ta <wer that beea 


that \ I \ (i (iQ), They were 


Cope idk Send tf 


ESTE! 


mve a telegram that I referred 
go. or. The word was not “panhandling.” i 
‘pandering. — the telegram to the Honorable Robert L. Dough 
ton, dated May le. LODO It has this sentence: 


_ 


business 
uXxypuavers 
It is signed, “Garner M. Lester, president.” 
Mr. Lesrer. We felt that way about it, Mr. Curt ‘e have put up 
very strong plea for tax equality. 
Mr. Curtis. What does pandering mean / 
Mr. Lesrer. We can look it up. 
Mr. Curtis. You did send it # 
Mr. Lesrer. Yes. That had to do with the 10 percent withholding 
tax. 
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Mr. Curtis. I do not care what it had reference to. I kind 
of resent its going to the chairman of this committee, one of the pillar: 
of this Republic. 1 would not care if it had been sent to me. 

The Cuarmman. Mr. Martin. 

Mr. Marrin. I was going to pass a commendation to one of thes: 
State associations, but you do not claim any credit for what they do. 

Mr. Lesrer. I take credit for what the National Tax Equality 
(ssociation does. 

Mr. Martin. Iam talking about the Iowa Business Association, Inc 

Mr. Lester. No, sir. 

Mr. Marvin. Are they going to have anyone here to whom I ca 
pass on a little commendation / 

Mr. Lesrer. I do not know. You will have to ask them, sir. 

Mr. Marrin. I do not want to take up the time of the committee 
f you have no connection with what they clo. 

Mr. Lester. None. I have never been in the State of Iowa hn 
my life. 

Mr. Curris. Mr. Chairman, I would like to read into the record 
the definition of pandering: “A go-between in love intrigues; a pimp.” 

Mr. Lesrer. Is that all the definition / 

Mr. Curtis. No; there is some more. 

Mr. Lesrer. Do you not think it would be better to read it all? 

Mr. Curris. All right, I will read it all. Here is the other one: 
*‘\ minister to the evil passions of others.” 

Mr. Lesrer. Let us get to the verb, may we, please ? 

Mr. Curris. Verb, transitive: “To play the pander for’—verb 
ntransitive: “To act the part of a pander.” 

Mr. Lester. That isa pretty eood word, is it not / 

Mr. Curris. No, gentlemen; [ think that if you were honest, you 
vould give this money back to these businessmen whose leg vou are 
pulling month after month and let them come in here themselves. | 
have respect for them. I want them to havea fair deal. 

Mr. Lesrer. They seem to be satisfied, Mr. Curtis. 

Vir. Curris. Iam not so sure about that. 

Mr. Li STER, I hope if they should come they will not be accused of 
being suckers and racketeers and a lying bunch of organizations. 

Mr. Curtis. I do not think they have been. 

Mr. Lesrer. We have. The record will show we have been accused 
of that. 

Mr. Curris. I think that record was after these things to whic! 
I have called your attention. 

Mr. Lesrer. No, sir; that statement was made yesterday befor 
we ever had any witnesses on the stand. 

Mr. Currts. Yes: but this telegram I read was dated last year 
You are the ones who started this name calling. As I say, you ear 

il] me anything you want, I do not particularly care, but I resent 
t in a telegram to our chairman. 

The Cuarmman. Mr. Reed. 

Mr. Reep. Mr. Chairman, they are awfully worried about the word 
“cuckers.” I am worried about them, too, because the businessme 
are suckers who contribute to this fake organization here that is just 
out on a collection basis. There is no question about that. 

So far as it is possible for me to do so in my district, T propos 
to save my people from contributing to such a racket. It is out- 





‘ 
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ragveous and it should be broken up. I have represented my people 
for 51 years, and I do not propose to let any racket get away with 
the game you are playing, not if I can help it, and I have had a 
good deal of experience breaking up rackets 

Now, Mr. Chairman, 
record here an 
Taxes” 


I ask unanimous consent 


Lo 1th 
irticle entitled “Cooperatives and Federal Income 
in the Dairymen’s League News, February 6, 1951 

Phe CHamman. W thout objection . that ay be done. 
The information referred to is as follows 
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cooperative corporations to lose their exemption. The cooperatives themselves 
are constantly complaining of the tremendous burden that compliance with th 
statute places on them, and some large cooperative corporations have volur 
tarily given up their exemption and paid hundreds of thousands of dollars 
in Federal income taxes to the Government rather than continuing to comply 
therewith 
Congressman Curtis erroneously assumed that Mr. Seott was asked what 
would be necessary to bring about full tax equality. That was not the quest 
at all rhe question was how NTEA could serve its members without accor 
plishing the repeal of the tax-exemption statute. It would serve most of the 
very well if NTEA’s publicity resulted in (1) the Treasury Department’s re 
versing of its liberal rulings allowing the exclusion from gross income 0 
patronage dividends, and (2) the Treasury Department's strict interpretatior 
and enforcement of the provisions in the exemption statute. Mr. Scott's reply 
was the correct answer to the question asked then, and it still is 
Congressman Curtis asked us to submit any advertisements which we rat 
disclosing a change of position with respect to our stand for tax equalit 
Inasmuch as our position has not changed there are, of course, no such advet 
tisements 
I pointed out in my testimony before your committee, the position 
mbership of NTEA and the many other organizations asking for tax 
is a very simple one. They believe that all business corporatior 
“1 on their net margins or earnings in the same manner am 
isis, Whether organized as a cooperative or an ordinary corpora 
‘lieve that before you raise their taxes you should make thes: 
corporations and other business tax-exempts bear their fair share 


truly, 
GARNER M. Lester, President 


NATIONAL TAx EQUALITY ASSOCIATION, 
Chicago, Jil 
DOUGHTON, 
the House Ways and Means Com: 
> House Office Building, Washington, D. ¢ 
Press carried information to effect that your committee is now considerin 
closing of tax loopholes. We have seen no mention of the closing of the cooper 
tive tax loophole. lease advise by wire collect if your committee contemplat 
msideration and action on the cooperative tax exemption. We have been ir 
that co-ops would not be considered and have many inquiries regardi: 
mmission It is therefore important that we be correctly advised 
GARNER M. LESTER, 
President, National Tar ] quality lssociation 


May 16, 1950 
GARNER M. LE&STER, 
President, National Tax Equality Association, 
Chicago: 

The Committee on Ways and Means has for some time been in executive ses 
sion in the preparation of a tax bill. Careful consideration is being given 
the testimony of all witnesses including the two full days of testimony on 
operatives, but no decision has yet been reached on this as well as some othe 
subjects 

t. L. DovGcuron, Chairman 


May 17, 1950 
Hon. Rorert L. DovuGcHTon, 
Chairman of the House Waus and Means Committee, 
New House Ofice Building, Washington, D. C.: 

Replying to your wire stating that the Ways and Means Committee has ! 
yet reached a decision on plugging the co-op tax loophole, we urge that th 
committee act to close this loophole immediately. We do not see how your com 
mittee can fail to close the cooperative loophole, which is the biggest loophol 
of all, when it has voted to tax the mutual savings banks and building and loa 
associations. It is apparent that your committee and the administration are 
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playing polities at the expense of the taxpayers. The clerk of your committee in 
a press conference stated that the co-op corporations were not included when 
your committee voted on the dividend withholding tax. The failure of the 
committee to include co-op corporations in the withholding tax is viewed with 
creat apprehension as a clear indication of your committee's ultimate unwilling 
ness to tackle this problem. This is additional proof that your committee is 
onsidering this problem on a purely political basis instead of attempting to 
meet the revenue needs of the Nation It is hereby requested that the committee 
take action to include the co-ops in the dividend withholding tax Failure to 
tax co-ops and include them under withholding provisions will prove beyond 
iny reasonable doubt that your committee and the administration are pander 
ng to co-op leadership at the expense of small-business men and taxpayers—a 
tactic which they will understand and resent, 
GARNER M. LESTER, 
President, National Tar Equality Association 


The Cuarrman. The next witness is Mr. Joseph J. O'Connell, Jr.,. 


member of the law firm of ¢ hapman, Brvson. Walsh. and O'Connell, 
Washington, D. ¢ 

Will you please give vour name and address to the stenographer 
for the benetit of the record and the capacity which you appear ‘ 


STATEMENT OF JOSEPH J. O'CONNELL, JR.. MEMBER OF THE LAW 
FIRM OF CHAPMAN, BRYSON, WALSH & O'CONNELL, WASHING- 
TON, D. C., APPEARING AS THE REPRESENTATIVE OF THE 
NATIONAL TAX EQUALITY ASSOCIATION 


Mr. O'Connece. Mr. Chairman, my name is Joseph J. O'Connell, 
Jr., member of the law firm of Chapman, Bryson, Walsh, ind O'Con 
nell, which has offices in Washington, D. C.. and New York City, and I 


un appearing here as a representative of the National Tax Equality 
Association. 

Several months ivo ny firm Was retained to eXamine the tax aspects 
MF cooperative associations, and we prepared in opinion of some length 
which has been tiled with the committee. We should | ke that Opinion 
to be Incorporated nto the record of the hearing: is ah eXtension of 


the comments I an FOLn to make. 
There are two separate methods by whi h COO} eratives may, ul der 


= 


the present laws and admiunistt ition, e| hilnate Or miihimize their taxes, 

First, by express provision of the Internal Revenue Code, certain 
farmers’ cooperat Ves are totally exempt from income and excess 
rofits taxation. 

Second, in the absence of any statutory provision and as a result of 
favorable administrative treatment, any cooperative may reduce its 

howing of taxable income, by “excluding” or “deducting” amounts of 
dividends distributed to its patrons or members, where such divi- 
dends are proportioned to the amount of business transacted with the 
ooperative. 

The statutory exellption : I think that little need be said about the 
‘tatutory exemption contained in section 101 (12) of the Internal 
Revenue Code. A justification which may have existed for such special 
rivilege in the days when farmers’ cooperatives were primitive and 
-truggling enterprises has long since passed. 

Today most cooperatives are well established corporations, accumu- 
lating sizable capital reserves, owning plants and factories, oil wells, 
mills, and railroad lines. They have firmly secured substantial por 
tions of the market for farm products as well as the farm purchases 
market. 
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Iexe miption of agri ulti ral cooy eratives oive those organizations the 
benefits of vovernmental services without ost. and shifts a propo! 

tionatel reater burden pon all othe taxpavers, 
cooperatives have gained a decided advantage in com- 
her business enterprises. They are able to attract more 
promise of laren patronage dividends, or the 
ngs to exand or modernize, to enter ne line 

out comipet to! 


s committee will recall that the s« alled feede) 


usiness organizations wholly owned by charitabl 
| 


nstitutions were made fully taxable under the last 


ause primarily they were competing at a tax 
manufacturing and commercial enterprises. 


er companies could, in a sense. be regarded as “nonprofit” 
re earnings pass, or will pass, to charitable 
iPlons, But farme? OOperalrve operate exclu 
for the financial benefit of their member patrons. Since the 
taXx-Ttree stiutt ) the feeder organizations has been ¢ minated, if 
' 


would seem cle: that the cooperative kind of compe} ve business 
hould also be taxed like Ln other business. 

Patroi aor dividends. Important as is the removal of the statutory 
exemption of 101 (12), the matter of closing the second kind of 
cooperative tax loophole Is probably ot oreater ¢ onsequel e. if, as Wwe 
believe, patronage dividends are esse? tially distributions of coopera 
tive earnings, every consideration which argues for the removal of the 
statutory exemption. Is equally appl cable to urge the taxi 
aividlenas, 


r of such 


Phe administrat ve exclusion of patronage dist! butions has been so 
benef il that one half of the farmers’ organizations, which might 
have qualified for the statutory exemption, just have not thought it 
vorth while; they have been able to occupy almost as favorable a tax 


hy the distr bution ot patronage cli idends. 


Posto! rhrous 


It must be obvious that 1f the present tax treatment of patronage 


} 


dividends is not reversed, the bulk of cooperative income will remat 
free of rate tax and the elimination of section 101 (12) will 
tend tol erely a gesture. 

But it has been contended by cooperative representatives that Cor 
gress cannot tax the cooperatives on the amount. of patronage liv 
agendas he ELISE cooperat ives are “nonprofit” entel pI ses, O] bec ause the 
cooperative . only an agent of its members, ol because the ( oO peralive 
has given up its right to income by contract, or because patronage 
dividends are rebates or refunds, or because such a tax would be 
administratively unworkable. 

Sometimes this committee has been assured that it need not even 
think of such problems because the Constitution prohibits a tax on 
patronage dividends. When these contentions are analyzed In the 
light of developed tax and constitutional principles, ii becomes evident 


that they have little foundation. 
COOPERATIVES AS “NONPROFIT” BUSINESS ENTERPRISES 


The basic assumption that cooperatives in their very nature and 
purpose are “nonprofit” enterprises underlies all of the more specific 
theories on the character of patronage dividends. In this view, since 
a cooperative corporation or association “earns” nothing itself, Its 








and profits. 
Lloweve 
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practical operations of cooperatives have referred to the net income of 
the cooperative as its net income before the distribution of patronage 
dividends. 

Under the prevailing system of Federal taxation, corporate profits 
are taxed at the corporate level, in addition to t: axing distributions to 
stockholders, because the enterprise is regarded asa leg: il and economi: 
entity. But the characteristics of an ordinary business corporation 
perpetual life, proprietors’ limited liability transferable or redeem 
able interests, and representative management—are possessed equally 
by cooperative associations. The underlying rationale of the tax sys 
tem argues for taxing cooperatives at the corporate level, just like 
any similar enterprise. Even spokesmen for cooperatives have ad 
mitted the parallel upon occasion, only to declare that they do not 
believe in present methods of taxing corporations and that “two wrongs 
do not make a right.” Our position is that unwarranted discrimina 
tion is a more serious defect in the system of taxation. 

According to the agency theory of patronage dividends, the co 
operative corporation or association is regarded as a mere conduit, 
which receives so-called margins only to transmit them to members 
in the form of patronage dividends. The cooperative itself is to be 
disregarded taxwise; margins in some mystical sense “belong” to the 
members from the moment of their receipt by the cooperative. 

It should be noted that the agency argument seldom appears in tax 
case opinions or in the rulings of the Treasury: it recurs in cooperativ: 
literature and in statements before this committee. I submit that it 
has very little substance. 

To begin with. the characterization of the rel: ationship between a 
cooperative and its members as one of agent and principal is inappro 
priate and misleading. The word “agency” has an abundance of 
meanings, and, in a very general sense, it may be true that all corpora 
tions are “agents ” of their propr ietors, 

Nevertheless, the modern cooperative is not legally an agent for the 
sale, purchase, or manufacture of its members products. In general, 
the power to control or direct the acts of the agent in such erucial 
matters as the handling of products entrusted or the setting of prices 
belongs to the principal of an agency relationship. Yet a cooperative 
like any other corporation, is not subject to management by stock 
holders or members, and is subject only to very remote control throug! 
the members’ power In aggregate to elect a Supervisory board. As 
practical matter it would hardly be expected that a cooperative would 
be amenable to the orders of hundreds of scattered farmers or cus 
tomers: as Congressman Martin put it during a previous hearing 
before this committee that would be truly a case of tails wagging 
the dog. 

Another fundamental characteristic of agency is lacking, inasmuc! 
as the cooper: itive has no right of reimbursement or indemnity for 
loss resulting from transactions with a member. That was made cleat 
in Neith Cooperative Dairy Products Association v. National Chees 
Producers’ Federation (217 Wis. 202). Accordi: gly, when the enter 
prising Southern States Cooperative sustained an investment om of 
$1 million because of an unprofitable subsidiary, as disclosed in it 
annual report for ihe aide ending June 30, 1950, there was no doub' 
that the loss fell upon the cooperative, not upon its members. 
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A principal is ordinal ily entitled to an accounting for proceeds from 
an agent. but no such right exists between cooperative and members. 
As inclicated in Boyle Ve Pasco Growers Association ( 170 Wash. 516) 
and ( alloway We Farm rs l/nion ( oo perative Assor tation (119 Nebr. 
1). even where the cooperative clirectorate uses proceeds of the sale 
of members’ products for expansion, in lieu of patronage distribution, 
menibers cannot demand an accounting. 

Cooperative contentions of agency have been rejected summarily in 
cases holding the cooperative organization liable for local business 
franchise taxes In other decisions it has been held that a retail 
sales tax Was ow ne on transactions between a cooperative and its 
members, although surely this kind of a tax is not appropriate when 
an “advance” of funds by a pl Incipal to an agent or upon the “trans- 
MIISS1O! * of funds from an agent to his principal. It has also been 
held that the « ooperative assoc1ation Is subject to unemployment and 


othe social-securityv. taxes, since employees of the coopel itive work 


for it. and not for the members. Still other court decisions have made 
t clear that the pront Oot a cooperative are Its assets unl | distributed, 
and the members have o claim to S] ecific items of ear ngs. even if 


they are to be the ult 
Even if the cooper itive-member status were properly des 


mate beneficiaries. 

onated as 
one ot agency, t would not follow that the cooperative’s receipt ot 
dends could not be taxed, A 


earnings distributed as patronage divi 
corporate “agent” ¢ innot be so easily clisregarded., 

While a taxpayvel rree to adopt such organization for his affairs 
“as he mia \ choose, navies ¢ lee ted to do business In corporate form ne 
must accept the tax consequences, In the National Carhide case (336 


U.S. 422) subsidiaries of the taxpayer were financed and utilized by 
thre taXpaver as | art of ts OF] erating system, unde! avreements where 
by all profits of the subsidiaries in excess of 6 percent of their capital 
were pavable to the taxpayer, It was held that the subsid iries were 


taxable pol their entire ncome, including the amounts distributed 


under contract. beca e they were more than collection vents, evel 
though in this case the parent corporation did exercise onsiderable 
control over the subsidiaries Although the contract expressly de 


scribed the relationship of the parties as one of agency, the United 
States Supreme Court observed that the arrangement to transfer prof 
ts was equally consistent with | COrpol iTlOn-sStor kholder re lat onsh }) 
ind constituted simply an anticipatory assignment of income. 

It would appear that there is little reason to justify the exclusion of 
patronage dividends from cooperative mMmcome on an agency theory. 
As Mr. Karl Loos, a representative of several well-known cooperative 
associations, stated before this committee in the hearings of 1950, 


at page 2207: 


It is often said that a cooperative, particularly a marketing cooperative, is the 
igent of its producer members, and sometimes it is said that that is the reason for 
this rule of exclusiol But I think that is greatly oversimplifying the matter, 

Lhardivy a correct statement 


In dealing with the threadbare contention that a cooperative is 
essentially a partnership, 1 think we may save time by quoting Mr. 
Loos again, at the same hearings, same page. 


It has never been claimed by me, at least, that a cooperative corporation is a 
partnership. Of course, it is a corporation 
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Phere is no doubt that many small corporations, such as local ret 
shops, would like to be taxed as parti erships. But while large, 
incorporated associations may be taxed as corporations, the law make 
no provision for winking at certificates of incorporation In orcde 
to tax small businesses as partnerships. 

s rulings issued by the Treasury have set forth the adm 
ry upon which patronage dividends have been eliminate 
ixuble lncome of coopel itive corporations, Such cists 


regarded as discounts or rebates. In order to res 
or deductions, patronage dividends must be ad 
cordance with prior contractual obligations, 


} 


ve to distribute. Furthermore, if patrona 


paid or credited to nonmembers (or met 
wl patrol “ 
to members oOvel 
presents ordinary 
utions of profits Trom nonmenibe 
a paymiel 
since the 
ves and the 
of excluding patronage diy 


\ posit fe) 


related COl 
trict tly) ull 
doubt w 


} 
rebute 
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Phe anticipatory-assignment principle has been fully recognized i: 
some patronage dividends CaASeS, such as Juneau Dairi s. Ine. (44 
B. T. A. 759), where the Board of Tax Appeals poimted out that 
price-adjustment contracts “were made by the stockholders with a: 
entity of their own creation, an organization operated and controlled 
by them.” The doctrine that income cannot be contracted away is 
rec ognized mn all of the rulings and cases which do hot permit exclu 
sion or deduction of patronage dividends based on nonmember busi 
ness. If, as we are often told, a contractual arrangement to distribute 
is alone sufficient to cut down the amount of cooperative income, an 
express prior contract to distribute all profits to members should 
avoid all tax at the corporate level. But it is clear from the rulings and 
cases that compliance with such a contract would not prevent a tax 
upon profits from nonmember business. 

Sometimes it is asserted that any business may make “bargain put 
chases” available to its patrons. I should like to call your attention to 
the Kastern Carbon Bla kh case | 104 F. (2d) HOU), where a Federa 
circuit court refused to recognize a sale below market arrangement 
bet ween a corporation and its owners. It was there stated: 


° ° where there is a sale to shareholders below market value, this 


effect a dist bution imong shureholde rs nnd the price obtained is not determin 


tive in computing income, a part of which is thus distributed rhe carbon black 


is 


delivered to the shareholders here was worth more thi }cents a pound int 
hands ot thie corporation Wher t charged tie wire ’ ers less than ft] 
amount for it, it Was not in reality reducing its i gyapart of tl 
income to the shareholders The real I 1 ne me 
iffected by 1 1 transaction 
iries 
in real ncome it 
Although the cooperative patronage 
} 


proportion to business transacted, rather than stockholdings, 
{ 


should hot atfect the basic issue whether the corporation s axal 
income is reduced by distribution to patrons according t 
eontract. It ~ well known that coopel itive members, COOpPeratlyv' 
stockholders, and cooperative patrons tend to be the same group ¢ I 
persons. Patronage dividends, ius well as sto k d vidends, are dl 
tributed to that group. 

Where the nonexXempt cooperative associatiol paves out dividend 
on capital stock or creates surplus out of current earnings, corporat: 
income tax is due on the amount of such dividends or surplus unde 
the existing law. Patronage dividends which result from the dis 
tribution of “net margins.” “net proceeds,” “savings,” or “earnings” 
come from ex ret ly the same sources as div idends On stock or earnings 
placed 1 Sul plus. Indeed. according to the United Coop pative 8 CUS¢ 
(4 T. C. 93), to the extent that ordinary dividends on stock or surplus 
may he paid or set aside by the cooperative and have not been so paid 
or set aside, the reduction of cooperative income for patronage liv 
dends is denied. In view of the fact that the cooperative, as a dis 
tinct entity, earns the profits distributed in patronage dividends just 
as it earns profits distributed as dividends on capital stock, the 
amounts of patronage dividends should he included in cooperative 
income (nd this position was taken by a Federal cireuit court which 
taxed a cooperative on its patronage dividends (Farmers lnion 


Cooperative Co.v. Comm r, 90 F. (2d) 488). 
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At this point members of the committee may agree that when a 
marketing cooperative pays market prices for products received from 
members or a purchasing cooperative receives market prices for prod- 
cts sold to members, any payments to members thereafter in reality 
represent payments of income earned by the cooperative. But how 
does this analysis apply where the member of a marketing cooperative 
receives nothing or only a small advance initially for turning in his 
rop, and the remainder is to be paid after resale by the cooperative ¢ 
Oby lously, the entire amount of the after payment does not represent 
‘ ooperat ive income. A part must be attributable to cooperat Ive costs 
is can be measured by the prevailing market price 


} 


of goods sold, and tl 


it the time the member delivers his produ he Therefore the test of 
corporate income should be the difference between total payments 
ade to members md market pl ICes, To allow less than market pl ice 


would exaggerate « ooperative profits ; on the other hand, treating the 
entire amount as a pur hase by the cooperative above market price 
would be naive, since the only reason for such exaggerated costs is the 
desire to pass gains to its owners and beneficiaries, 

It is sometimes suggested that taxing the amount of patronage divi- 
dends as cooperative income wold be Unconstitutiol alas a tax on 
in Item which cannot be considered ncome under the sixteenth 
unendment. In the only cases where such an argument has been 

} 


seriously put forth, Fruit Growers Supply Co, (56 F. (2d) 90, affirm- 
ng 21 B. T. A. 315) and Farmers Union Cooperative Co. v. Comm’r 
($0) KF. (Yl) ISS). it ms beer summarily rejected by the Fede il 
eourts, The deeist of the Supreme ( Oo rt Pe) , Vutua L te 
Insurance v. Leder 2 U.S. 523) tends also to contradict this 
ooperative assertiol 
The Treasury rulings excluding or deducting patronage dividends 
rom corporate ! ome do not purpose to inte rpret the constitut onal 
aning of “income.” \t most they are a reasonable n terpretation 
i the congressiona se of the term “income” without detailed detini- 
ol n section 22 (a) of the Internal Revenue Code 1 think that it 


ipparent that the Treasury could arrive at an opposite and still 
ensonable view of patronage dividends. as distributions of earn 
ng In any event, as several Supreme Court decisions have observed, 
Congress has not exh vusted its powel to taX Income, and the scope of 
Congress is broad in this field. 

Thus, the supre me Court has held that the come of a revocable 
rust, although actually paid to benef aries oT the trust. may he taxed 
is the income of the grantor. The donor of bond interest coupons 
nay he taxed on the interest as his in ome, although the donee recelves 
the money, ‘| he doi ee ot il oitt nia be taxed on income arising from 
the difference between sales price at the disposition of the gift and the 
lonor’s cost basis. 

In general, almost every kind of receipt, actual or construction, has 
held tuxable as income if it is clear that Congress intended to 


ee} 
tax it. Perhaps the only limitation on congressional power which has 
Hee! firmly established is one based on the clistinetion between Income 
inal « apital, where, for example, ( apital is subdivided on a stock split 
ind part is returned to the owner, or where a capital contribution is 
received by a business 
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(The table referred to follows:) 


Mutual, cooperative, and governmental organizations—Estimated net incon 
from business activities and estimated Federal tar escaped 


These estimates were prepared, In ceneral, by taking the reportes 
or estimated earnings of the specified types of organization, adjust 
ing them where necessary to a basis similar to that employed by pi 
vate corporations for tax purposes, al | then applying to this net 
income an “effective” corporate-tax rate of 42 percent. 

Phe adjusted earnings figures for the mutual and governmenta 
(but not cooperative) organizations I have taken from tabulation 
of the National Tax Equality Association. These were from officia 
sources, and cannot be questioned without a detailed eXimiination « 


reporting requirements which I have not had time to make. Wit 


_ 


respect to the mutual organizations other than cooperatives, and 1 


voverl mental business activities, the following sper fic sources we} 
used to obtain figures representing in each case the business incom 
for mutual savings banks, anual reports of the Federal] Deposit | 

surance Corporation; for savings and loan associations, annual report 
of the Federal Home Loan Bank Board: for credit union Ss, reports ( 
the Bureau of Labor Statistics: for production credit: associatiol 

and for national farm-loan associations: reports of the Farm Cred 
Administration: for mutual insurance companies, Best's insuran 
reports, for the Federal Government, Annual Reports of the Secr 
tary of the ‘Treasury : for State and local governments, reports 0 
the Census Bueau. In general. operating results from the calend 

year 149 are employed. 

My estimates of the tax escapement of cooperatives, as viven 
the table, are based on materials froma number of SOUTCeS, No reacl\ 
made data on the net income of the various types oft cooperatives ar 
available. It was necessary, therefore, to go one step back, to sal 
volume. isa basis for estimating net income or tax escapement, Eve 
the snles volume of « ooperatives, howe ver. is difficult to estimate. Se 
eral different approaches may be used. 

The National Tax Equality Association, in a report submitted 
this committee in Fe ruary 1950, tried two approaches, one based o1 





REVENUE REVISION OF 1951 150] 


Treasury Department neures and the other on Farm Credit Adminis 
tration data. Various adjustments were made in the data, to allow 
for underestimation of the number of cooperatives, to convert bus! 
ness “res eipts” to business “volume.” and to allow for operations pel 
formed by associations at various levels of marketing. 


Anvone wishing to tuke issue with the issociatiol "s estimates of 


cooperat ve sales vol ne may find a number of points in its analysis 
to criticize. It is mv opinion. however, that most analysts are | kely, 
USINs the available offi al figures, to come up with est mates of total 
volume not radically cl fferent from those made by the association. | 
believe it would he possible to vet all the ditfere) t estimators together 
around the conference tal le ana reac hy conclusions s ibstantially agree 
able to all. However. the association asked us not to rely on their 
own estimates with respect to cooperat ves, Dut to co ut the problem 
independently 

\ second poss ble source of materials for these estimates is to be 
found in the data presel ted to this committee in 1947 by NIi Lovell 
H. Parker. a distinguished tax consultant of Washinetor . who was 
formerly chief of statt for the Jomt Committee on International 
Revenue Taxation, and is well and favorably known to vou gentle 
men. | have written to Mr. Parker for permission to use his former 
estimates as one check against my owl estimates, and believe that my 
letter to him and his reply may be of interest to your committee 
connection with the matter now under advisement. My letter to Mi 
Parker and his reply were as follows: 


We / > ¢€ 

Dear Mr. ParKer: The National Tax Equality A tion } ked 1 to 
revise he tax estimate hat you presented tf the Way imal Me ( ttee 
in 1947 to include er n groups which you had excluded f1 ir es 
mates and to reflect e recent increases in busines etivity nd in cory 
tax rates I informed the that I would be glad to take on this nd 
your permission would like to use your estimates as one of the sever sources 
‘ hich to build ‘ tes For this purpose, I | 
vi pit n ol v he developme! in tl ‘ f v 

if have od ons It | e 
preset! 1 t I X business bear it \ ed 

y¢ - 

I vy unders 1 estil es did cle ble reve 
from mutual savings banks, savings and loan associations, cred Inions, pr 
duction-credit ssociations, 1 ional farm-loan association r Federa S 
and local Government ned enterprises. On the other ind, your estimates 


included some small amounts of revenue which could be derived from the tax 


ion of the business income of educational. religious. and charitable organi 


tions, labor unions, and other “group interest” organizations Since these wer 
taxed in the Revenue Act of 1950, the revenue to be derived from them should 
be removed from your data In addition to making these adjustments, I wish 


also to make 


‘ llowamne e tor the recent im ease 1n business ACTIN ity and tl ¢ 
increase in the corporate-tax rate from 38 to 47 percent 
In view of the search for additional revenue now being conducted by the Cor 


gress, would you be willing to review the testimony you gave to the W 


Means Committee in 1947 (p. 2710 of the official report of hearings) and, out 
of your continuing interest in the problem of tax equality, give me your opinior 
as to the present validit f our estimates in the light of the advances made |} 

tax-exempt business since that date Thank you 


Ratpeu FE. Bureess, Pr 








‘ 
) ‘) 
\ I’ 
i 
j 
f Mr. Park 
t< t } «>t 
' than would 
x | lity Ass 
er. and me 
ita 
| 
\I Parke 
vt 
‘ qiiadi ul 
(ferent LyO! 
f pr te b 
| (it to ! 
erk e tota ‘ 
‘ se 
ratio sepal ite] 
ble revardn 
l ( | l itt 
a | md believe 
per dollar of 
evree WIth me. 
tremendous coll 
y ly oontly | 


| ie 
wR? 
‘ \ | 
i ‘ 
en tn ’ ‘ 
{ ‘ 
" : 
: ' ; ‘ 
s & (HT N.HH uM ed 
" i ~"OP Ces CoM ee) 
| 
I if 3 
Ny elation tot 
( i t ( ilk t ‘ (i hot 
} oOrctlo i the « ! ile oT! 
previ vy deseribed 
e part of 
l eq rt ( to est il 
sbunrave { ‘ , 
' } 
‘ 
‘ | i 
( | ‘ ‘ } ? ‘ 
| ‘) renkK the ovel j fn) ¢ i< 
! LDPE t tive l omp 
| Tlie i! olw e te en “ ) 
( Dro le ny \ i « {} rent mre 
iti \ 1rive dow nro i) hich 
iberoups tit TO ppt el hneol 
( ( one base i itevel nite 
| type of coope 


n principle this the best approa 
nvone fam I inv W th the wide val 
various | nes of oopernative td 








; 
' 
' 
' 
; 
' 








ne 


volume of this kind the 


vate corporations - 
Equality Association 
busit ess from othe 
toitora much towel 
| basis, but by con 
lata regarding ear? 


For this purpose, | 


est mates, base dso fai 


nes of private b 
ndividually But al 


First. l remove 
\(dmunistratio1 to! 


\ 


y 


operative business. and. 


ENUE REVISION OF 19 


of course, to a mu h smaller percentage. To 


51 1503 


apply to dollar sales 


iverage earnings or tax to sales ratios of pri- 


ybviously unwarranted, 
recognized this l ifs sep 


ix-sales ratio. Ll have don 
oddity vroups. 

Phe difficulty with my approach is the lack of 
T operative business. 


rates In various lines « 


e nee) compelled largely 


rr icticable on rates Tol 


ne for col menhsut ng 
le 


if east offers 1 food 


he whole has distinct ad 


for livestock and tobac 


the latter approxin 

which was fluid mil 
sales were considered 
handling charges wet 


lars profit was imp 


$2.344 million. 7 
estimat no the coo} 
Vv estimate of t 
ooperative inter 
lo ft e total 
{to operallve 
I 
. ra lo ‘ 

} 
~ ) } ) 


e tal 
t ’ 
{ 
Herat 
} 
| ‘ 
i CTOUup ! 
mpute ry? 


} 


i { ] ; 
+s—}) the mos recent 


o, and 40 percent of the 


ly representing that pl 
sold through | irgainil 


S COMITMISSLOI SAies O! 


irned. A total of only 


v be leanine over ba 
( tax escape ent, tf 
a 
st Inerabls Te) 
! 
} pers ‘ 


rnooss | r profit rite 
for industries as neal 


he profit rates are reas 


The National Tax 
aration of commission 

! effect. application 
+} not or 


) ( il Ove! 


Laer ite quantitative 


} 


to rely on Judgment 


omew hat comparable 


difheultw in supporting 


errors, I sincerely be 


neck ol} other methods 


intages. Given time, 
rorv est ité ilong 
e of the Far Cre Lit 
ivailable—the figures 


dairy products figure, 
oportion of such sales 
@ associations. Thess 


which only very small 
ribo if ]1 ~n il} 


} 
o>! (id) 


se items, amounting t 


pee oO nve oO’ 
le ist XE { 
( ( ot 
c vars LO! 
1 SY? TOD OO.000 was 
oT 
‘ trtal 
( ( TA 








1504 REVENUE REVISION OF 1951 


differing with me could only set his judgment up against mine, with 
no way of prov ing whose was the best. 

From this procedure I obtained a total in round numbers of $514 
million of profits, for the agricultural marketing and purchasing CO 
operatives, as of 1948-49 and without allowance for the increase in 
volume of business since then or for the officially admitted lack ot 
completeness of the RCA data on cooperatives. Since nobody really 
knows how incompete the data are, | am making an arbitrary allow 
ance of 3 percent for this factor. I believe the associations not report 
ing to the FCA represent a larger percentage of the total, but that 
their average volume of business is substantially below the average 
for reporting associations. An additional increase of 5 percent is 
made to allow for the increase in volume of business and profits since 
194849, bringing the figure to $556 million. 

In addition to the agricultural marketing and purchasing coopera- 
tives, there must be included the consumer cooperatives and retailer 
owned cooperatives. For the former I have taken the Bureau of La- 
bor Statistics official sales volume estimates for 1948. for local asso 
clations only, and dedur ted petroleum a ssociations, insurance associa 
tions, credit unions, and one-half of the “stores and buying clubs.” 
This seems to me to be a very reasonable allowance for duplication 
with the mutual organizations, and the FCA purchasing cooperatives, 
already accounted for, since m f the remaining categories seem 


deh tel ! nig il ral. ie total si olume 18) ined IS al 


pr ma \ ) l | kh and how , ) ! ( | aqovar 
“ 1 ‘ 1 ' 
f ) , re | ? ? Y ‘ yf “oT 


iid estimated net imcom«e 
mputed profits of all these type 
combined is 8655 million and the estimated 
sum is $267 million. From this is deducted thi 
Ss: paid in Federal taxes, leaving S264 million net tax 
escapement by cooperative business. Considering the differences 1? 
approaches followed, this completely independent estimate seems to 
be in much more close agreement with other estimates than I had 
expected at the beginning. Although this estimate could he improved 
with more research, I believe that it is sufficiently accurate for reliable 
use in formulating tax policy. 
Mr. Cooper (presiding). Does that complete your statement, Mr. 
Burgess ¢ 
Mr. Bureess. Yes, sir. 
Mr. Coorer. Mr. Mills of Arkansas will inquire. 
Mr. Mitts. Mr. Burgess, is this figure of $1,158,000,000, the figure 
that is generally used by the National Tax Equality Association when 
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Mr. Minus. Mutual insu 1) nie ng the payment 
of some S60 million of taxes. you say. 

Mr. Burcess. That our estimate, Mr. Mills 

Mr. Minus. Mutual insurance companies / 

Mr. Bureess. Y« 

Mr. Miuus. Well, what surance companies do you refer to? What 
mutual insurance companies 4 

Mr. Burcess. Well, it happens that I have my automobile insurance 
in one of them. 

Mr. Minis. You do not refer to the mutual life insurance companies ¢ 

Mr. Burcess. Oh, no. 

Mr. Minus. You refer to casualty and fire, and so forth. How do 
vou reach that conclusion, that there is S60 million to be derived from 
this source ¢ The reason | flit asking the question Is that | have been 
rel ably informed that. if these mutuals paid on the same basis as stock 
companies, mn all probability the amount of tax paid to the Federal 
Treasury might be less than that which is now being paid. 

Mr. Bt RGESS. Our estimate was prepared, Mr. Mills, by determining 
by the stock companies to their underwrit 


the ratio of taxes now paid 
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nvestment income, applying that ratio to the corresponding 
-of the mutual companies and finally deducting the taxes pres 


paid Dy the mutual companies. 
_ + . , . , ’ 
Mirus. Well, do vou think that that is a sound way to make t! 
nate ¢ It true that these mutual ca ualty and fire insural 


Hipanies pay taxes; Is if not ¢ 
Mr. Bureess. That is true. 

Mir. Minus. It is true that the stock cony 
Mr. Bureorss. Mr. Mills, 1 would 


fi =| qu ‘STO! DV say hy that sotne mul ial 


colnpahies pay tax. There are certalh ones that are exe nipt, as Vou 
ki . 4. 
Mr. Miuus. Well, under section 
Mr. Bureess. Generally the sm: cal mutual companies are 
eXelipt. 
Mr. Miuus. Those that do less than 850,000 of business a vear! 
Mr. Burcess. It issome su ‘h figure, ST D.000, I beheve. 
Mr. Mitis. That is true. But, as 1 understand, some of you 
largest fire and casualty companies are mutual companies. 
Mr. Burerss. I believe they are, Mr. Mills. 
Mr. Minis. Have you actually looked to see whether or not those 


mutual companies are paying more ol less taxes than stock companies 
engaged in the same activities / 

Mr. Burcess. We have not treated any of the companies individ 
ually. 

Mr. Miuus. I am reliably informed that some of these mutuals ar 
paving more taxes than some of the stock cOnpaliles engaged in the 
same activities and doing more business. You are familiar with the 
provisions of the tax law which determine how much shall be paid by 
a stock company and how much shall be paid by a mutual; are you 
not / 

Mr. Burcess. I am. 

Mr. Mitus. It is possible that that result could occur, is it not, under 
those prov isions of the tax law ¢ 

Mr. Burcess. With respect to individual companies, you might have 
quite different situations. 

Mr. Mirus. Absolutely. It is most difficult, therefore, to make any 
estimate of how much revenue might be gained or lost by the applica 
tion of the same tax rule to stock companies and mutual companies 
engaged in the casualty field and in the fire and theft field. 

Mr. Burcess. I beg to disagree with that statement, Mr. Mills. 

Mr. Minus. How long have you spent in studying this problem of 
whether these mutual insurance companies are escaping $60 millior 
of Federal taxes? 

Mr. Burcess. Several people on my staff spent a considerable lengt! 
of time, sufficient to make sure that our estimate is reliable, and can be 
supported by the facts. 

Mr. Minus. It is an estimate, though ? 

Mr. Bureess. It is an estimate, and we are forced to formulate tax 
policy on the basis of estimates. 

Mr. Mitis. You do not agree that it might result in a loss in revenue 
to apply the same tax rule to these mutual insurance companies as is 
now applied to the stock companies ? 
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Vir. Burcess. That right. 

Mir. Minus. My intormat 


ton 


our estimate 
to get tl 

ves, What would 1 do! How 

Mr. Burcess. \ \ uuld apply the 
business corporatiol 

Mr. Minus. In other \ ords, you would t 
comes to the coopel itive, Is that right 4 

Mr. Bi RGESS. That correct: their entu 

Mr. Micus. That includes agricultural 
purchasing org: tions, consumer coopel 
cooperatives ; it right ¢ 

Mr. Burcess. That is correct. 

Mr. Mis. You are a qua nted wit! some of the estimates that 
have been made by the Treasury ma by Mr. Stam as to the amount of 
revenue that could be obtained through the taxation of cooperatives ¢ 

Mr. Bi RGESSs, I thi gvenel lly famthar with the fact that they have 
made estimates However, | question whether any est ate has been 
submitted to you ol t basis comparable with this 
prepared, that is, on a comparable basis of taxation. 

Mr. Mitts. It i guess, Is It not / 

Mr. Burcess. What ts that / 

Mr. Minis. I say it is really a guess, this figure of $264 million ? 

Mr. Burcess. Not at all, Mr. Mills. I think you misunderstood me. 
] meant to say that we have a formula for taxation here which would 
tax the entire earnings of the cooperative, without allowing any de- 
duction for patronage refunds paid. I do not believe that the othe 
estimates to which you referred have been made on that basis. In 
other words, I do not think you can properly compare those estimates 
with Thine. 

Mr. Minis. What did youdo? Apply a flat rate? Or did you apply 
the corporate rate how 1h effect, the exemption ot the first 825.000 of 

ncome from the surtax rate ¢ 

Mr. Burcess. L applied the rates now in effect, which provide for—— 

Mr. Minis. Taking into account the $25,000 exemption from surtax ? 

Mr. Bi RGESS. Yes, indeed. 

Mr. Miuis. You start out, I notice, with a gross figure. Now, you 
are an economist and a statistician, and [ am not, but I do not believe 
| would ever reach a conclusion as to how phi h tax a company owed 
by knowing what their gross receipts were. Did you have any esti- 
mates of the amount of patronage dividends paid out, the amount of 
unallocated reserves retained by corporations? Would that not be a 
better way to determine what the amount of tax escaping might be? 

Mr. SURGESS. The unallocated reserves, Mr. Mills, and patronage 
refunds, were not factors here, because we took the same definition 
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Mir. Boreess. That would be a matter for the lawvers, Mr. Mills. 
Mr. Minus. But that is included in this $412.000,000 7 

Mr. Burgess. It is included, Mr. Mills. 

Mr. Minus. What advantage would there be to the Government, to 


the Treasury, if we tax these Government corporations that the Gov 
ernment owns’ What advantage would there be tax-wise / 
Mr. Burcess. Mr. Mills, I think there is an advantage in placing all 
business actly ty under the same tax burden. 
Mr. Mitts. | am not talking about that. 
asking for information and trying to understand how you 
figure of S1.158.000,000, 
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Mr. Burcess. That is included, Mr. Mills. 
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Mir. MuLts. That is included 

Mr. Burcess. Yes. 

Mr. Minus. Now, what is the 
of obtaining 5412,000,000 from these Government corporations ¢ 

Mr. BURGESS. Mr. Mills, we are speaking here in broader terms. I 
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Mr. Mitas. Thank you very much, Mr. Burgess. 

Mr. Mason. Mr. Chairman / 

The Cuarrman. Mr. Mason. 

Mr. Mason. Mr. Burgess, vou were employed to work out from an 

dependent st indpoint these figures which you have presented for the 
of checking them against the figures that the National Tax 
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